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Appliance Burner No. SC-151 


Appliance Burner No. L-50. Particularly 
adapted to any long, narrow combustion 
chamber. These units may be assembled 
end-to-end to make a long row of jets, or 
side-by-side to make a nk of burners. 
Will give uniform heat distribution. 
Barber 324-8 


Conversion 
: with improved ¢ 
Y trols, encased 
; streamlined ho 


Tested anc certi 
by AGA Labore 


a re = under new {i 
requirements. 


the FINEST You Can Bu 


The record shows that Barber Burner units, for gas appliances of 
kinds, have been given preference for over 30 years by hundreds 
leading appliance manufacturers. In engineering design, laborat 
facilities, and production experience—Barber has what it takes 
provide the most efficient, economical units, properly adapted in si 
shape, and all other respects, to each individual purpose. Bart 

Burners are first choice with gas experts. 

Likewise, Barber Automatic Gas Conversion Burners, tailor-made for all 
naces and boilers, are recognized as TOPS in combustion efficiency and trouble- 
service. No amount of dolled-up appearance or complicated refractory cons 
tion, or "spreaders," has ever been successful in offsetting the superior perfo 
ance of Barber patented Impinged Jets, intense direct flame application, og 
vacuum pre-mixture combustion. For the utmost in gas burner satisfaction—y@ 
can always rely on any product bearing the Barber name. 


Write for latest Catalog showing many types of Burners for Appliances, 
Gas Conversion Burners for Furnaces and Boilers, 
Regulators, and Controls. 


THE BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, © 


BARBER BURNERS: 


For Warm Air Furnaces, Steam and Hot Water Boilers and Other Appliances 
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Washington and the Utilities 
Financial News and Comment 
What Others Think 
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Progress of Regulation 


BLIC UTiLiTies FORTNIGHTLY . . 
ds for Federal and state regu- 
on of both privately owned and 
rated utilities and publicly owned 
f operated utilities, on a fair and 
discriminatory basis; for nondis- 
pe administration of laws; 
equitable and nondiscriminatory 
ation; and, in general—for the per- 
ation of the free enterprise sys- 
It is an open forum for the free 
ression of opinion concerning pub- 
utility regulation and allied topics. 
is supported by subscription and 
sing revenue; it is not the 
hpiece of any group or faction; 
S not under the editorial supervi- 
of, nor does it bear the endorse- 
t of, any organization or associa- 
The editors do not assume re- 
sibility for the opinions expressed 
its contributors. 


$1.00 a Copy 
26 Issues a Year 
Subscription Price $15.00 
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announcing 


the new Remington 


..» following close on the exciting announcements of 





THE REMINGTON Electri-conomy 


THE REMINGTON Noiseless 


THE REMINGTON Personal 


Super-riter — created out of the world’s longest experience in type- 
writer production ...77 years of it! Super-riter — efficiency-tested to 
save on office typing costs—sleek, functional in design. The Remington 
Super-riter will perform better ... faster... at measurably less cost. 
Here’s why: . 
Tempo-touch action! Speeds type-bars to printing point — permits 
faster typing — responds to the touch of the individual operator. 
Super-Plus values! The Super-riter has everything fe 
feather-ease, less fatiguing typing: finger-fitted keys, one) 
full inch Longer Writing Line, exclusive one-key 
board Margin Control, exclusive Perfect Positioning Se 
For your needs . +. you get all these and more with Sxper-riter. 


we have no reason 
to recommend anything but MAKE THE Sigoer-riter SAVINGS TEST 
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Remington Rand, Room 1694, 315 Fourth Avenue, New York 10, N.Y. 

0 Please send me FREE bulletin,““An Efficient Typing Station’ on the 
superb new Remington Super-riter. 

© Please arrange to have your representative call to perform the FREE 
Super-riter Savings Test in my office—without obligation, of course. 


YOUR OFFICE TODAY! 
MEE i ENE SE 


Company 
Aéecese 


State 
Copyright 1950 by Remington Rand 








ps who do not follow closely elec- 
tric supply developments in the St. 
Lawrence-Niagara area might have got- 
ten a surprise recently by a statement of 
an important private power company. 
The Niagara Mohawk Power Corpora- 
tion last month recommended prompt 
Senate ratification of the new Niagara 
power treaty which would permit greater 
development of the hydroelectric re- 
sources at Niagara Falls. 


In a letter to Chairman Tom Con- 
nally of the Senate Foreign Relations 
Committee, the company’s president, 
Earle J. Machold, said, “We are prepared 
to finance any such development and are 
fully able to do so.” He went on to re- 
view his organization’s experience and 
study of the Niagara river for power pur- 
poses for half a century. 


INASMUCH as President Truman has 
recommended the treaty in question, it 
appears that the private company is put- 
ting into words of a definite proposal 
something that the Edison Electric Insti- 
tute recently confirmed as a matter of 
general policy for the electric utility in- 
dustry of the United States. It is simply 
that the private companies are not op- 
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posed to pwblic development of river re- 
sources as such. On the contrary, these 
private companies are anxious to codp- 
erate and participate in the hydroelectric 
phases of such development. 


To difference, of course, arises when 
the question of private company par- 
ticipation in such public programs comes 
up for concrete consideration. Niagara 
Mohawk is only one of dozens of private 
power companies in the United States 
that are prepared to undertake a codp- 
erative role in such public project devel- 
opments, without the use of public funds 
for the hydroelectric phase. This advan- 
tage, plus the private companies’ estab- 
lished position in the field of fuel generat- 
ing activity and technical “know how,” 
makes the question of declaring private 
companies “in” on any over-all river 
development plan a most important fac- 
tor to be considered. 


THE opening article in this issue deals 
with the over-all St. Lawrence-Niagara 
power supply situation. The position of 
the state of New York and the treaty 
relationship between the Federal gov- 
ernment and Canada present a compli- 
cated picture in view of the plans and 
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Has your financing program 
kept pace with the times? 


®@ Quite a change from the stately 
old windmill to a modern power 
plant. And from the capital markets 
of former years to those of today. 

Has your organization a com- 
prehensive program geared to 
present-day financial conditions? 
Are your financing methods and 
your approach to the financial 


ONE WALL STREET 
Capital Funds over $118,000,000 


community keeping up-to-date? 

If you would like to discuss these 
questions or others in connection 
with your business, the specialists 
in our Public Utilities Department 
will welcome the opportunity. 
They are fully qualified to give 
the expert guidance which may 
be of assistance to you. 


ST 


NEW YORK 15, N.Y. 
Total Resources over $1,100,000,000 


Wituuam N. Enstrom, Chairman of the Board 
Ricuarp H. West, President 


Public Utilities Department 
Tom P. Watker—Vice President in Charge 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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operations of private electric companies 
in that area. J. Lours DoNNELLY, of the 
staff of the New York Journal of Com- 
merce, has taken considerable pains to 
check with private companies in an effort 
to paint a broad picture of the Empire 
state’s power supply situation as of today, 
as well as the prospects for tomorrow. 


* * * * 


EW definitions of depreciation have 

been coined to accommodate the 
purposes of those fostering a particular 
brand of rate making. RALPH M. BEsse, 
vice president and general counsel of the 
Cleveland Electric Illuminating Com- 
pany, whose article on this subject begins 
on page 822, has written an account of 
the equitable problem presented by the 
full deduction of a depreciation reserve 
in the determination of a rate base. He 
suggests that we should not accept the 
fallacious assumption that depreciation is 
precisely measurable by accounting for- 
mula for the amortization of costs. 


Mr. Besse, a new contributor to this 
publication, was born at Shadyside, Bel- 
mont county, Ohio, in 1905. After attend- 
ing the local public schools he entered 
Heidelberg College, from which he gradu- 
ated (AB, Magna Cum Laude) in 1926. 
He subsequently received a Doctor’s de- 
gree (JD, ’29) from the University of 
Michigan. For nearly two decades, BESSE 
was associated with the Cleveland law 
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firm of Squire, Sanders & Dempsey, be- 
coming a partner in 1940. He became vice © 
president of Cleveland Electric Illuminat- 
ing Company in 1948 and general counsel © 
in 1949. He is active in the Cleveland,” 
Ohio, and American Bar associations. He 
is now chairman of the legal committee | 
of the Edison Electric Institute. 


2 “SS 


ee CHANDLER, whose article on ~ 
“Methods of Selling Utility Com- 
mon Stocks” begins on page 829, is a” 
member of the firm of Reis & Chandler, 
security analysts and consultants in New 
York city. He is a graduate of Dart- 
mouth College (AB, ’32) and Harvard 
School of Business Administration 
(MBA, ’34, Cum Laude). He started out 7 
as a utility security analyst with the in- 
vestment firm of Charles D. Barney & 
Company, subsequently Smith, Barney & | 
Company, and previous to forming his 
present organization in 1944 he was as- 
sociated with Barrett Associates, as well 
as Merrill Lynch, Pierce, Fenner & 


Beane. 
+. + . o* 


(5 M. Lester, whose article en- 
titled “Co-op Tax Exemption” be- 
gins on page 841, has for the past three 
years been president of the National Tax 
Equality Association, with headquarters 
in Chicago, Illinois. He has made several 
appearances before the House Ways and 
Means Committee in connection with 
various proposals to remove the Federal 
income tax exemption on cooperatives. 
Mr. Lester became actively interested in 
this promotion of tax equality as a result 
of his own experience in the cotton busi- 
ness in Jackson, Mississippi, where he 
had firsthand information about the kind 
of competition tax-exempt cooperatives 
can give any private business—large or 
small. The House Ways and Means 
Committee recently voted down an 
attempt to remove co-dp tax exemption. 


THE next number of this magazine will 
be out July 6th. 
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How many are having increases? 


T’S mighty important tc know how many 
of your consumers’ bills are showing 
parked increases ... 


.and you want to know how many in each 
bssification are showing decreases. 


phelp you classify such information, we have 

veloped the Bill Frequency Analyzer. With 

we can analyze your bills in ¥% the usual 

me...and at approximately 1% the cost of 

ving the work done in your offices by your 
personnel, 


his specially designed electro-mechanical 
tipment is capable of analyzing as many as 
0,000 bills each day. The cost to you is 
ita tiny fraction of a cent per item. 


Would you like this? 


A free booklet, “The One Step Method of Bill 
Analysis,” tells more about this accurate and 
economical method of compiling consumers’ 
usage data. Send for it now. 


This Bill Frequency Analyzer—developed especially 
for utility usage data—adtomatically classifies and 
adds in 300 registers in one step. 


RECORDING AND STATISTICAL CORPORATION 


100 Sixth Avenue 


New York 13, N. Y. 
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Coming IN THE NEXT ISSUE 


* 


AN ANSWER TO THE INFLATION DILEMMA IN 
RATE MAKING. PART I. 


Concern is being felt in utility circles because of inflation. It 
is not so much the actual economic dislocation as it is the 
influence which inflation has upon certain regulatory procedures. 
Needless to say, the regulatory commissions share this appre- 
hension during an era of inflation. John W. Kushing and Grover 
C. Wirick, Jr., of the Michigan Public Service Commission staff, 
have prepared a 2-part analysis of practical things that can be 
done in the field of rate making to solve the inflation dilemma. 


LEADERSHIP DEVELOPMENT IN INDUSTRY 


There are many ways that industry can promote teamwork with 
colleges. Realizing that industrial leaders of the future will be 
drawn from the ranks of professionally trained men, some of our 
business organizations are developing definite programs in 
collaboration with colleges. J. C. McKeon gives us an account 
of the university relations program of Westinghouse Electric 
Corporation. 


PROPAGANDA VIA REPETITION 


Industry in general does not move from one part of the country 
to another to reap the benefits offered by all of us taxpayers 
in the form of cheap and partially subsidized government power 
—that is unless other advantages are offered as an inducement. 
J. A. Whitlow, a former southwestern electric utility official, 
goes into this question of industrial migration claimed to be due 
to cheap power rates—finds it to be largely illusory. 


IS THE DEMAND CHARGE JUSTIFIED? 


A | SO... Special financial news, digests, and interpretations of court and com- 
mission decisions, general news happenings, reviews, Washington gossip, 
and other features of interest to public utility regulators, companies, 
executives, financial experts, employees, lavestors, and others. 


JUNE 22, 1950 


Alfred V. Roberts, formerly chief engineer of the Hawaii Public 
Utilities Commission, has written an analytical study of the 
"demand charge" in modern industrial electric rate practices. 
His article "Is the Demand Charge Justified?" poses an inter- 
esting question of balancing the rights of different classes of 
electric utility customers. 


* 
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THERES A BIG DIFFERENCE 
IN TRUGKS 


OMPARE the extra-value, 
Om extra-service features 
“| you get only in GMC trucks 
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TRUCK BUYER’S GUIDE and you'll understand why 
Y. TO 2 TONS they deliver more miles — 
How leading makes of trucks compare in twelve major features that with lowest maintenance 
insure greater dependability, longer life and lower maintenance. and repair costs. They’re 
FEATURES BD py pny yy pny real trucks — truck - built 
from bumper to taillight. See 
ay ves| ves| wo | wo | ves P éh 
for yourself—get the story 
pt YES| NO} NO | NO | YES from your GMC truck dealer. 
General Motors, Pontiac, Michigan 
of all main bearings and piston pins | YES| NO | NO | NO | YES 
wnColentecech | VES dogers| YES | YES 
SALL-SGARING STEERING GEAR “YES; YES; NO | NO | NO 
AND RADIATOR for economical repair | YES| NO | NO | NO | NO 
tor enghan enuethannes Yes] YES] YES | NO | YES 
BUILT-IN RADIATOR EXPANSION ves! no} wo | No | No 
DOUBLE-WRAPPED FRONT SPRING Some 
EYES for front axle stability YES} YES | wodels] NO | NO FROM % TO 
TOCCO-HARDENED CRANKSHAFT yes! wo | NO} NO | NO 20 TONS 
MAIN AND ROD BEARINGS YES} NO | NO | NO | NO 





























YOUR KEY TO GREATER HAULING PROFITS 
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CEaoukelle CEauke 


“There never was in the world two opinions alike.” 





—MoNTAIGNE 

Excerpt from resolution, “The Pacific Northwest's land, water, and power are 
Oregon Mining Association. no concern of bureaucratic carpetbaggers from Washing- 
ton, A Columbia Valley Authority should be opposed at 

all costs.” 

- 

HERBERT Hoover “It is a curious fact that when we get sick, we want an 
Former President of the uncommon doctor. If we have a construction job, we want 
United States. an uncommon engineer. When we get into war, we dread- 


fully want an uncommon Admiral and an uncommon Gen- 
eral. Only when we get into politics are we content with 
the common man.” 


> 


LansINnG P. SHIELD “In the next decade attacks by politicians—in some cases 
President, Grand Union Company. _justified—are bound to have a retarding effect on the 
growth of all national business organizations. Govern- 

ment regulation, keen local competition, and the law of 

















diminishing returns due to size will join to slow up the 
growth of the giants.” 


-> 
Cuartes R. Cox “The solution to any unemployment problem which may . 
President, Carnegie-Illinois Steel arise and to the problem of increasing the standard of liv- 
Corporation. ing is the judicious and progressive investment of private 


capital in private industry, thus providing for new enter- 
prises and for expansion of existing ones with the attend- 
ant job creation and added production.” 


* AN 
Atrrep H. WILLIAMS “We must redouble our efforts to achieve stability with 
President, Federal Reserve Bank high employment and relatively stable prices. There are 
of Philadelphia. two ways to do this. One is imposition of controls, and - 


the other the use of general influences. The former 
causes one control to lead to another, as I suspect the 
British Labor government is discovering. My own choice 
is the latter.” | 


* 
EpitoriAL STATEMENT “Whatever material riches this country enjoys may be 
New York Sun. traced back, fundamentally, to years of investment by 


foresighted persons in new patents. Those mechanical 
marvels which include telephones, automobiles, airplanes, 
and refrigerators are called ‘modern conveniences,’ but 
they are products of the old-fashioned process of 
gambling in shares of stock on the practicability of an 
invention.” 
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1 to 30,000 


Distribution of operating company equities to owners of 
utility holding company stocks creates many new prob- 
lems. Instead of a single common stockholder the 
operating company finds itself with many thousands, 
necessitating additional personnel to handle dividends, 
reports and proxies for regular or special meetings. 








Many of these problems can become routine 
with the help of our experienced organization. 


W hy not write today for a copy of our leaflet 
“W hat we do—How we do it.” 


GEORGESON & CO. 


Specialists in Stockholder Relations 
52 Wall Street, New York 5, N. Y. 
Telephone HAnover 2-1470 
Boston - Philadelphia - Chicago - Los Angeles - San Francisco 
Representatives in all Principal Cities 





























<¢.c SUNSTRAND 


i] — 


; > For Guy and Suspension Lines 
—and Other Utility Uses 


Uniform + Strong - Long-Lived - Economical 
Sunstrand Wire Rope is made on the 
=~ most modern wire rope machines in use 
today. All types and sizes are available 
Mes BMY = including 1 x 7 construction galvanized 
steel strand made to ASTM specifications. 


Write today for our price list and com- 
plete information on Sunstrand Wire 
Rope for utility uses. 





MANUFACTURING COMPANY 


880 South Second Street, Sunbury, Pa. 
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14 REMARKABLE REMARKS—( Continued) 


Hatton W. SuMNERS 
Former U. S. Representative 
from Texas. 


GRAHAM PATTERSON 
Publisher, Pathfinder. 


Joun Foster DULLES 
Consultant to Secretary of State. 


Joun H. Frepericx 


Professor, University of Maryland. 


Eprror1AL STATEMENT 
The Journal of Commerce. 


Leo WoLMAN 
Professor, Columbia University. 
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“This idea that you can be rocked to sleep by a bureau- 
cratic government and still remain free is just plain 
foolish.” 


* 


. the electric light and power industry has con- 
tinually brought the public lower prices by efficiency and 
good business management—and this in the face of greatly 
increased costs of raw materials and labor, and constantly 
rising taxes. 


> 


“Washington today is a bottomless pit for the tax 
money of our people. It is taking about $40 billion this 
year [1949] from the earnings of our people in one way or 
another to support its vast grab for power. That’s more 
money than all the 7,000,000 average families in the 
United States spend for food. Washington’s too big. 
It’s too confused and it’s too wasteful.” 


* 


“Drastic regulation of competing services is not the 
solution of the transportation problem. Regulation is ex- 
pensive. It is bureaucratic. Once established it expands 
and it paralyzes private initiative without offering con- 
structive leadership. The government cannot, for the 
sake of any one agency of transportation, invent and 
apply to its competitors either regulation or burden on 
the theory of handicapping al/ in a race.” 


* 


“ 


. the administration’s preoccupation with the 
‘monopoly’ bogeyman in the ranks of industry daily grows 
more farcical in comparison with its demonstrated willing- 
ness to allow labor monopoly to flourish at the ultimate 
expense of the people. Unbridled monopoly power in 
any form is bad; it is a good deal worse, however, to 
pretend that it exists only in management while ignoring 
its presence in labor, thereby in effect lending aid and com- 
fort to union monopolists.” 


> 


“National unions . . . which are fixing the wage costs 
of the country in a large and increasing proportion of 
its industry are dealing with the major element in total 
business costs. To the extent that these unions pursue 
monopolistic policies, they overshadow any private busi- 
ness monopolies with which this country has yet had 
experience. The several hundred national unions of the 
contemporary American labor movement can, if they 
adhere to the traditional policy of taking labor out of 
competition, effectively monopolize the labor market for 
major economic activities of the United States. And taking 
labor out of competition will amount in time to taking 
business out of competition.” 


we 
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EXIDE-MANCHEX BATTERIES 


assure positive switchgear operation 
at St. Louis, Prairie Substation of 


Union Electric Company of Missouri 


In this modern substation, the 60-cell DME-11 
Exide-Manchex installation is used for D.C. control 
circuits, including switchgear tripping and closing, 
and emergency lighting. Exide-Manchex Batteries 
were chosen for their well-known dependability, long 
life, low cost maintenance and many outstanding 
features which are equally important to you. They 
include ... 

the famous manchester positive plate with its 

exclusive lead button construction. 

slotted plastic separators, impervious to chemical 

and electrical reaction. 

plastic spacers that maintain perfect plate align- 

ment. 


the latest development in molded glass jars. 
¢ heavy terminal posts with copper inserts for extra 
conductivity. 


Combined, these Exide-Manchex features assure you 1888 
dependable power for positive operation of switch- 
gear...an adequate and uninterrupted supply of DEPENDABLE BATTERIES FOR 62 YEARS 
current for all your stationary storage battery re- 1950 
quirements in central and substation service. 
“Exide” and “‘Manchex” Reg. Trade-marks U. 8. Pat. Of. 


HE ELECTRIC STORAGE BATTERY COMPANY .« Philadelphia 32 
Exide Batteries of Canada, Limited, Toronto 
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“THE TEXAS COM 


LAWRENCEVILLE REFi 
LAWRENCEVILLE, ILLS : 


Steam Capacity rr 
300,000 1 


Superheat Control Rang © ~ 
150,000 to 300,000t 9 


Pressure Superheater 0 


Final Steam Temperatur 


Minimum Blowdown 
and Heat Loss 
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Advantages for Both Central Station 
and Industrial Use 


| Under modern operating conditions of high 
"pressure and temperature, the problem of 


steam purity is of increasing concern to the 


designers and operators of industrial and cen- 
tral station steam generators. Foster Wheeler 
engineers have successfully met this challenge 
- by developing the Dual Circulation Steam Gen- 
erator which already provides materially higher 
D avoilability, improved efficiency, a lower 


- maintenonce wo gree pressure Ea turbines - 


The Toxas Company Orders Three : 


at one large midwest refinery. Particularly in 
agg, ® which have high mokeu require- 
ments, the i Circulation Steam - rator 


_ is capable of providing steam of higher purity 
with se blowdown than is be oa con- 


= ventional unit. In units. operating on condensate, — ‘dared ise units, 


. ieee high concentration in its 


h total solids and especially silica carryover are 
fF almost negligible with this Sap ee 


- Steam Generator 





‘Generator consists of two seporate heat db 4 
sorbing sections each with its own independent | 
circulating system. The feedwater goes to the | 
piney. high duty, radiant heat absorbing | 

section, which is continuously blown down into | 
‘the low duty secondary convection section, 


. Most of the steam is generated in the primary | 


Section where silica and boiler water concentra- 
tions are low. Thus, a marked reduction in the — 


amount of silica carryover in the steam to the 


. mover is achieved and tube eo 
at @ minimum. : 


Sects of AN totolid water ng rpineck 
Sete nk oe i 
igned for high make- : 
makeup. 
nceville project is part of the pres 
“ee and oe 


A The Foster Wheeler Dual Ci retin Steam . 


FOSTER WHEELER CORP ‘ao 


NEW YORK 6 NEW YOR 


FOSTER fWHEELER 
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Are high hauling costs 
short-circuiting profits ? 


: | You can get a direct “line” to lower hauling 
costs by investing in an economical Dodge 
. 0 “Job-Rated” ‘Track! 
Such a truck will have an engine that’s “‘Jod- 
Rated’’ to give you power to spare. Along with 
this extra power, you'll get maximum gas and 


oil economy! 


Every other chassis part will also be “‘Job- Rated” 
—engineered and sized to fit your job. Your 
Dodge Truck will cost you less to operate! 


If your hauling is in heavy city traffic, you’ll be 
pleased with the ease of handling of your Dodge 
“‘Job-Rated’”’ Truck. If you go — roads are 
bad—or where there are no roads at all—you’ll 
like the dw a and — of your Dodge 
“Job-R ’ Truck 

If high wt oute are “short-circuiting”’ your 
profits, switch to economical Dodge “‘.Job-Rated”’ 
trucks. See your Dodge dealer today! 


waco IODGE® = TRULKG = 
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Can You Be Confident? 


F in conjunction with your next annual meeting— 

or at some contemplated special meeting—pro- 

posals other than routine are to be voted upon—to raise 

debt ceiling—authorize new securities—grant conversion 

privilege for convertible bonds, etc.—can you feel con- 

fident that your stockholders will support management’s 

recommendations with adequate votes of approval—on 
time? 


Such an important meeting frequently merits pro- 
vision of special handling—utilizing the services of our 
proxy soliciting organization as a form of insurance that 
the meeting will be successfully held on scheduled date. 


Our record of performance for the utility industry 
is outstanding. We invite your inquiry for additional 
information. 





National or Sectional Coverage 
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DUDLEY F. KING 


Associates: 
JOHN H. C. TEMPLETON * CHARLES A. NICHOLLS + PHILIP H. CARPENTER * WARREN W. AYRES 
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Electric Industry: 
4,000,000 This graph tells the story of 
electric generating capacity 
engineered by EBASCO during the 
past half century. 
3,500,000 
constructed all types of hydro and 
thermal electric generating | 
3,000,000 stations throughout the United States : . | 
and foreign countries. 
Including plants now in process 
of design and construction, thermal 
2,500,000 capacity amounts to over 5,500,000 KW 
and hydro capacity to over 
1,000,000 KW — a total of more 
than 6,500,000 KW. 
2,000,000 
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Write for the booklet ‘‘The Inside Story of Outside Help”, 


oo? i ate - - 
5 describing the many EBASCO services available to you. 


A EBASto Ebasco Services Incorporated, Dept. W, Two Rector 
Street, New York 6, N. Y. 
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Attilities Almanack 








z JUNE @ 





{ Kentucky Broadcasters Association begins meeting, Louisville, Ky., 1950. 





1 Mes. Society of Mechanical Engineers ends semiannual meeting, St. Louis, f) 
0. 





{ Canadian Gas Association ends annual convention, Murray Bay, Quebec, Canada, 1950. 














{ Advertising Association of the West begins convention, Los Angeles, Cal., 1950. 





q ree Society for Testing Materials begins annual meeting, Atlantic City, N. J., 





I World Power Conference will be held, London, England, July 10-12, 1950. 





1 oo Sewage and Industrial Wastes Treatment Conference begins, Cincinnati, Ohio, 








{ International Conference on Large Electric Systems begins Paris, France, 1950. ey) 











q Pennsylvania Water Works School ends, State College, Pa., 1950. 





z JULY 9? 





4 American Society of Civil Engineers will hold annual convention, Toronto, Ontario, 
Canada, July 12-14, 1950. 





1 yng! Com Gas Association will hold annual convention, Seattle, Wash., week of 
ug 





1 ae Federation of Radio Artists will hold convention, Chicago, Ill., Aug. 10-13, 





{ IMuminating Engineering Society National Technical Conference will be held, Pasadena, 
Cal., Aug. 21-25, 1950. 











1 Western Association Broadcasters and Canadian Association of Broadcasters will 
hold meeting, Jasper, Alberta, Canada, Aug. Se "2, 1950. 








809 














woe 
* 

¢ 

3 


Private Hydro on the Job 


Carpenter plant of the Arkansas Power & Light Company on the Ouachita river near 
Hot Springs, in operation since 1932. 
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The Power Outlook on the 


St. Lawrence-Niagara Front 


The position of the state of New York and the treaty 

relationship between the Federal government and 

Canada present a complicated picture in view of the 

plans and operations of private electric companies in 
the New York state area. 


By J. LOUIS DONNELLY* 


EVELOPMENT of New York 
state’s natural power resources 
in the St. Lawrence and Niag- 

rivers appears as far away as ever, 

Spite recent publicity given to these 
ojects. 

Both the Democratic national ad- 

inistration and the Republican state 

ent, it has been indicated, 

lant to take over responsibility for St. 


personal note, see “Pages with the 


Lawrence power and to these two fac- . 
tions, in the case of additional Niag- 
ara Falls power, must be added a pri- 
vate electric company, Niagara Mo- 
hawk Power Corporation (formerly 
Niagara Hudson Power Corporation) 
which is already operating on the 
scene. 

Cheap power which could be readily 
used in the neighboring areas, includ- 
ing Canada, is sadly tied up in politics. 

In Canada, which badly needs the 
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energy, there is considerable skepti- 
cism as to the ability of the various 
factions to get together and do some- 
thing. 

The Toronto Globe and Mail on 
March Ist editorially declared that “it 
was good news that Canada and the 
United States have signed a Niagara 
treaty.”” Notwithstanding the treaty’s 
value, says this newspaper, “it is a 
stopgap and must not be allowed to 
obstruct the early development of St. 
Lawrence river power.” 

The St. Lawrence seaway agree- 
ment has been gathering dust in Wash- 
ington for nine years, stalemated by 
regional and political pressures, de- 
clares the editorial. 


N° difficulty was seen in Washing- 
ton in obtaining United States 
and Canadian ratification of the new 
treaty on use of Niagara river water. 
However, there is a big problem. Who 
will develop the power ? A Democratic- 
sponsored bill before both houses of 
Congress calls for Federal construc- 
tion and New York state operation. 

This new treaty has two objectives : 
to make certain that the scenic gran- 
deur of the falls and rapids is safe- 
guarded for future generations, and 
to place the diversions of water from 
the Niagara river for power purposes 
on a permanent legal foundation. 

The statement issued jointly by 
Dean Acheson, Secretary of State, 
and Canadian Ambassador H. H. 
Wrong said: 

“Recognizing that the supply of low- 
cost power in northeastern United 
States and southeastern Canada is now 
insufficient to meet existing and po- 
tential requirements and considering 
that the water resources of the Niagara 
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river may be more fully and efficiently 
used than is now permitted by inter- 
national agreement. 

“Desiring to avoid a continuing 
waste of a great natural resource and 
to make possible for the United States 
of America and Canada to develop, fo 
the benefit of their respective peoples 
equal shares of the waters of the Niag 
ara river available for power purposes, 
and 

“Realizing that any redevelopment 
of the Niagara river for power in the 
United States of America and Canad. 
is not advisable until the total diversio 
of water which may be made available 
for power purposes is authorized per 
manently and any restrictions on the 
use thereof are agreed upon.” 

Two years ago, prior to the presi 
dential election, the Power Authority 
of the State of New York togethe 
with the Ontario Hydro Commissio 
offered to go ahead with the power de- 
velopment of the St. Lawrence, sepa 
rate from the seaway project. At that 
time hope ran high that Governo 
Thomas E. Dewey, Republican candi 
date for President, would be success 
ful and work finally could be started. 


he enc atonal the matter has agai 
encountered delay in Washington. 
In December of last year, Federal 
Power Commission Presiding Exam 
iner Glen R. Law rendered a decisio 
ordering that the New York author 
ity’s application be denied and that the 
matter be referred to Congress fo 
appropriate action. Oral argument 0 
the petition and exceptions filed wit 
the commission by the Power Author 
ity had been scheduled for April 5t 
but was later postponed to June 2Ist 
The examiner recommended that the 
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THE POWER OUTLOOK ON THE ST. LAWRENCE-NIAGARA FRONT 


national government develop the 
United States portion of the Interna- 
tional Rapids section of the St. Law- 
rence for both navigation and power. 

Recent hearings have been held on 
the St. Lawrence seaway project be- 
fore the House Public Works Com- 
mittee. 

Last October the Federal Power 
Commission made public a staff report 
outlining a possible plan for redevelop- 
ment of the United States side of 
Niagara Falls for hydroelectric power, 
which would increase the total depend- 
able capacity from the existing 440,000 
kilowatts to a total of 1,572,000 kilo- 
watts. 

The Federal Power Commission in 
its engineering report of September, 
1948, on the St. Lawrence project 
stated that the New York portion of 
that project would have a dependable 
capacity of 700,000 kilowatts. 

It can be seen that much additional 
power is available but unused. 

New York state is to elect a gover- 
nor this fall. On the surface it would 
appear that a Democratic victory could 
change the situation, but Governor 
Dewey has recently made moves which 
have a direct bearing on the long-term 
status of existing differences. 


8 phate: has named three of his most 
trusted advisers to serve as trus- 
tees of the Power Authority, insuring 
continued Republican control of this 


body as well as strengthening it. The 
new trustees include John E. Burton, 
former director of the budget, to suc- 
ceed Smith Johnson, for a term of five 
years expiring May 6, 1955; Elliott V. 
Bell, one-time New York Times finan- 
cial writer and later state superintend- 
ent of banking, to fill the vacancy 
caused by the expiration of the term 
of Gerald V. Cruise; and Hickman 
Powell, free-lance magazine writer, 
former New York city newspaper re- 
porter and close political adviser of 
the governor, to fill the vacancy caused 
by the expiration of the term of Fran- 
cis B. Wilby. Bell, who is chairman of 
the executive committee of the Mc- 
Graw-Hill Publishing Company, was 
elected vice chairman in March. In 
May, when he took office, the trustees 
named Burton as chairman. 

In making the announcements of the 
new appointments, James C. Hagerty, 
executive assistant to Governor 
Dewey, said: 

“A full-fledged, strong fight against 
the Federal government development 
of the St. Lawrence and Niagara 
rivers will be waged. We believe that 
the people of the state of New York 
are entitled to this power and will do 
all in their power to prevent a little 
TVA in New York state.” 

Political observers were quick to in- 
dicate that this issue may prove an im- 
portant one in New York state’s com- 
ing election, although subsequent 


e 


state and national political opposition in its move to produce 


q “INDICATIONS are that private power is to encounter strong 


more electrical energy at Niagara Falls. Senator Aiken 
(Republican, Vermont) is described as unswerving in his 
stand that the Niagara project should be developed through 


either state or Federal agencies .. . 
813 
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Washington developments have not 
borne this out. 

The St. Lawrence project represents 
differences between a state and the 
Federal government, with Canada an 
interested third party. 


HE Niagara Falls development 

involves an additional factor, 
private industry. Niagara Mohawk 
Power Corporation, through its sub- 
sidiary, Niagara Falls Power Com- 
pany, is the present licensee for Proj- 
ect No. 16, which includes existing de- 
velopments for power on the United 
States side. These water diversions are 
through the Schoellkopf and Adams 
stations with a total rated capacity of 
445,000 kilowatts. Diversions in Can- 
ada are used through four stations, of 
which three are owned by the Hydro- 
Electric Power Commission of On- 
tario and another Niagara Mohawk 
subsidiary, Canadian Niagara Power 
Company, at its Rankine station. The 
power (35,062 kilowatts) from about 
one-half of the water used through the 
Rankine station is delivered into the 
United States. 

Niagara Falls Power has advised 
the Federal Power Commission that it 
wishes to expand its power develop- 
ments along the Niagara river. 

The Power Authority advised the 
commission of its recommendations 
for public redevelopment of the Niag- 
ara river, in coordination with the St. 
Lawrence power project in the same 
watershed, and of its opposition to in- 
creased use of Niagara water under 
license to private interests. 

Both Niagara Falls Power Com- 
pany and the Power Authority assisted 


in the preparation of the report sub- 
mitted to the commission by E. Robert 
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THE 


de Luccia, chief, FPC Bureau of Pow. — 
er. Such assistance was in accordance 
with FPC instructions. 


Pa are that private power 
is to encounter strong state and na- 
tional political opposition in its move 
to produce more electrical energy at 
Niagara Falls. 

Senator Aiken (Republican, Ver. 
mont) is described as unswerving in 
his stand that the Niagara project 
should be developed through either 
state or Federal agencies, and not “the 
private interests.” ce 

Aiken, a militant supporter of the 
St. Lawrence seaway, is opposed tom 
private development of power re 
sources. It is his belief that ratification 
of the new Niagara river treaty is ve 
doubtful, unless Congress first apf «, 
proves the St. Lawrence seaway and 
power project. 

Senator Ives (Republican, Nev 
York) is said to definitely favor Ne 
York Power Authority development 
of the St. Lawrence. He was not in 
vited to attend the Niagara trea' 
signing ceremonies. 

In commenting on the signing of 
the Niagara treaty, Senator Lehmz 
said: “This development promises to 
the people of New York state a great 
source of cheap power—power fo 
farms, for homes, and for factories.’ 

Senator Lehman, however, has 
clearly indicated his position as to thé 
St. Lawrence project as between Fed 
eral and state operation. The questio 
of private development is not involved 
here. In a letter to Nelson Lee Smi 
then FPC chairman, under date of 
January 18th, Lehman in connectio 
with the proposed review of the Powet 
Authority’s application said: 


Januz 
ferrec 
made 
in sty 
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Can Private Enterprise Handle the St. Lawrence? 


6¢ ARDENT public power supporter, Claude R. Wickard, Rural 

Electrification Administration head, has asserted that ‘Private 

capital could never be expected to do-the things that have been done 

in the Tennessee valley, the Columbia valley, and on the Colorado, 

Missouri, and rivers of the near Southwest and the things that ought 
to be done on other great rivers, particularly the St. Lawrence.” 





“As you may know—and is brought 
out in the record of the proceedings 
before you—I have worked for many 
years for the development of the In- 
ternational Rapids section of the St. 
Lawrence, both for navigation and for 
power development purposes. My 
wholehearted support of this under- 
§ taking was set forth in my message to 
the New York state legislature on 
January 14, 1941, and is, I believe, re- 
ferred to in the proceedings. I have 
made many other official statements 
in support of this program. 


“a6¢ As you know the Federal-state 
Accord of 1933 provided for 
the ownership and operation of the 
power facilities on the New York side 
of the St. Lawrence by the state of 


i @ New York, upon the assumption by 


the state of the allocated cost. This 
accord was arrived at during my ad- 
ministration as governor and has since 
been included in all proposed legisla- 
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tion and international treaties cover- 
ing the St. Lawrence project. I see no 
reason to change my position on this 
matter. 

“T intend, as a member of the Sen- 
ate, to continue to press, with all my 
efforts and energies for the approval 
by Congress of the necessary arrange- 
ments to see the St. Lawrence power 
and seaway project become a reality. 
In the past I have testified before the 
appropriate congressional committee 
in support of this legislation. I am pre- 
pared to do so again as a member of 
the Senate, if and when hearings are 
held. 

“The congressional schedule for the 
consideration of this matter in the Sen- 
ate is, at the moment, far from clear. 
I have always taken the position—and 
I still maintain it—that if some in- 
superable obstacle should hold up the 
dual project, the power project, at 
least, should be approved forthwith, 
and the fight for the seaway project 
JUNE 22, 1950 
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carried on with unremitting vigor 
thereafter. 

“Tt is for this reason that I should 
like to submit to the commission my 
earnest opinion that the application 
submitted by the state of New York 
to your commission should, at the very 
minimum, remain pending without 
prejudice until the legislative situation 
with regard to the dual purpose project 
is clarified and the attitude of the ad- 
ministration is further defined. You 
realize, I am sure, that the application 
presented by the state of New York 
was the result of years of preparation, 
involving substantial cost to the tax- 
payers of New York. It should not be 
prejudiced by a summary anticipation 
of what Congress may or may not do 
with regard to the dual purpose proj- 
ect.” 


spemene Truman, in a special mes- 
sage to Congress five years ago on 
October 3, 1945, as to the St. Law- 
rence project, said: 

“Tt has always been understood by 
the responsible proponents of this de- 
velopment that the water-power proj- 
ect should become the property of the 
state of New York, and that the elec- 
tric power should be developed and 
handled by the state. That should con- 
tinue to be the policy, and I recommend 
that it be so declared by the Congress.” 

The position of President Truman 
was also clarified in an exchange of 
telegrams with Governor Dewey in 
September, 1945. At that time the then 
chairman of the Power Authority, 
James C. Bonbright, had held a series 
of conferences in Washington with 
Under Secretary of State Acheson, 
Judge Rosenman, and Dr. N. R. 
Daniellan, and it was implied that the 
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President intended to sponsor a bill 
which would merely ratify the interna- 
tional agreement for the development 
of the St. Lawrence and completely 
omit the accord between the Federal 
government and the state of New York 
for the development of its power re- 
sources. 

“For the past five years I have ad- 
vocated every constructive movement 
to make possible this great St. Law- 
rence development,” concluded the 
Dewey telegram. “But rather than see 
the fundamental rights of the people 
of this state disregarded I should be 
compelled to oppose any measure 
which omits the agreement as to power 
development already made and ap- 
proved by the executive branches of 
the Federal government and this state. 
I am confident you will agree that the 
accord should not be omitted from any 
bill to be introduced and earnestly trust 
that I may count upon your support in 
this matter of such vital interest to the 
people of New York state.” 


| pocwogg” Truman in his reply 
stated : 

“T continue to be enthusiastically in 
favor not only of the development of 
the St. Lawrence waterway but also of 
the water power on the river. I also 
continue to believe very strongly that 
the necessary power facilities should 
be built by the Federal government and 
turned over to the appropriate New 
York state agency in accordance with 
the agreement recommended by the 
Corps of Engineers of the United 
States Army and the Power Authority 
of the State of New York dated Feb- 
ruary 7, 1933. This was the program 
of President Roosevelt, and I have al- 
ways been in favor of it.” 
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T= President added: “As you 
know, I have always been, and 
still am, ready to codperate in any way 
I can to have the Congress of the 
United States ratify as soon as possi- 
ble the Canadian-American agreement 
of March 19, 1941, for the develop- 
ment of the Great Lakes-St. Lawrence 
basin, and also take the appropriate 
steps to transfer to the state of New 
York the ownership and management 
of the St. Lawrence power facilities at 
the International Rapids. 

“T am not so much interested in the 
details of legislative procedure, nor do 
I feel that it is proper for me to inter- 
fere with the sponsors of the legisla- 
tion as to the legislative procedure to 
be followed. I am, however, most in- 
terested in the ultimate objectives 
which I am sure you wish to attain just 
as I do.” 

Position of Senator Lehman as to 
the Niagara project was indicated on 
January 15, 1941, when as New York 
governor he addressed the state legis- 
lature as follows: 

“I hope to see a public development 
of the latent power resources of Niag- 
ara so that the people of the state, 
whether in New York city, Buffalo, 
Binghamton, Albany, or on the farms, 
may participate in its benefits as well 
as those of the St. Lawrence.” 

Senator Lehman reiterated this 


stand in a speech at Watertown, New 
York, in October, 1946, and in a tele- 
gram to the Watertown Daily Times 
on November 7, 1949. 

Some of the views that have been 
expressed publicly are definitely con- 
trasting. 

Carroll B. Huntress, of New York 
city, chairman of the National St. 
Lawrence Project Conference, has 
charged that it is “incomprehensible” 
that consideration should first be given 
to the proposed St. Lawrence power 
project when 50 per cent more power 
might be obtained from Niagara Falls. 
The conference group he heads is com- 
posed of business interests, railroads, 
chambers of commerce, and other 
groups opposing the St. Lawrence 
project. 

One of the Power Authority trus- 
tees, George S. Reed, in submitting his 
resignation to Governor Dewey in 
March, charged that a project had been 
discussed in Washington to include 
New York state in a regional Federal 
power setup along the lines of the Ten- 
nessee Valley Authority. 


RDENT public power supporter, 
Claude R. Wickard, Rural Elec- 
trification Administration head, has 
asserted that “Private capital could 
never be expected to do the things that 
have been done in the Tennessee valley, 


e 


was indicated on January 15, 1941, when as New York 


q “PosITION of Senator Lehman as to the Niagara project 


governor he addressed the state legislature as follows: 
‘I hope to see a public development of the latent power 
resources of Niagara so that the people of the state, whether 
in New York city, Buffalo, Binghamton, Albany, or on the 
farms, may participate in its benefits as well as those of 


23) 


the St. Lawrence. 
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the Columbia valley, and on the Colo- 
rado, Missouri, and rivers of the near 
Southwest and the things that ought 
to be done on other great rivers, par- 
ticularly the St. Lawrence.” 

The New York State Power Au- 
thority, in connection with its pending 
application for a license under the 
Federal Power Act, has stated its con- 
clusions that development of St. Law- 
rence power as planned “will (1) 
greatly strengthen power supply 
throughout the area, providing further 
security against the recurrence of 
shortages, breakdowns, and other 
emergencies ; (2) enhance and not im- 
pair the sales, revenues, and financial 
stability of existing utility plant, pri- 
vate or municipal, in New York state; 
and (3) by proper codrdination and 
integration, supplement and not dis- 
place the power supply from existing 
plants, with mutual advantage to the 
cooperating systems, and with maxi- 
mum benefits to customers for electric 
service.” 

Which project, St. Lawrence or 
Niagara, will come first? This is an 
interesting question with much to be 
said for starting each development at 
once. Each project has its supporters 
who will argue as to its superiority as 
compared with the other. 


pre than the scheduling of oral 
arguments before the Federal 
Power Commission and Senate com- 
mittee hearings, the only new St. Law- 
rence development has been the Power 
Authority action in obtaining recogni- 
tion of its priorities as a public agency 
from General Services Administra- 
tion-War Assets and arriving at a pro- 
posal to acquire the Massena-Taylor- 
ville transmission line at a cost of 
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$300,000, payable over a period of ten 
years. On December 31, 1949, Goy- 
ernor Dewey approved a letter of in- 
tent by the authority for the purpose of 
preserving the state’s priorities and en- 
abling the authority to proceed with 
the acquisition of the line when needed 
for construction and operation of the 
St. Lawrence power project. 

This transmission line was ordered 
built in 1941 during the aluminum 
shortage incident to the national de- 
fense emergency for the purpose of 
transporting power from Taylorville 
to a new aluminum plant under con- 
struction at Massena. The line was 
completed in 1943 at a cost of $3,- 
500,000. 

Before proceeding with the Niagara 
Falls study a conference was held at 
the FPC offices at which were present 
Gerald V. Cruise, trustee and chief en- 
gineer of the Power Authority, and 
Edward S. Bundy, vice president and 
chief engineer of Niagara Falls Power 
Company. It was the consensus that 
certain basic assumptions should be 
adopted, subject to changes as the 
study progressed. 


_—e in these assumptions was 
the statement that existing plants 
should remain in operation as part of 
the redevelopment if: 

(1) The most efficient use is being 
made of water considering full head 
development, or 

(2) The most efficient use is being 
made of head available above the lower 
rapids and whirlpool and for purposes 
of assisting in handling ice conditions 
in the gorge. 

It was also assumed that existing 
plants which do not meet the require- 
ments of the foregoing should be re- 
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Relation of Niagara to St. Lawrence Development 


ce HE TorONTO GLOBE AND Matt on March Ist editorially 

declared that ‘it was good news that Canada and the United 
States have signed a Niagara treaty.’ Notwithstanding the treaty’s 
value, says this newspaper, ‘it is a stopgap and must not be allowed to 


obstruct the early development of St. Lawrence river power. 


23 





tired as more efficient plants become 
available. Consideration should be 
given to preserving such plants as 
stand-bys for emergency defense or 
war use. 

Also that the scheme of redevelop- 
ment should be such as to permit con- 
struction by stages as load require- 
ments might indicate. 

Considerations cited as indicating 
the need for the study included: 

(a) A great natural water resource 
capable of meeting these needs is not 
being fully or efficiently utilized. 

(b) The availability of low-cost 
power in northeastern United States 
is insufficient to meet existing and po- 
tential requirements. 


Kh a result of the study made by 
Power Commission engineers, 
certain general conclusions were drawn 
with respect to the “possibilities for 
the comprehensive redevelopment for 
power on the United States side at 
Niagara Falls.” Included among these 
conclusions were : 
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(1) The amount of water now be- 
ing diverted on the United States side 
of the falls, including permanent and 
temporary diversions, is less than that 
on the Canadian side. However, a sub- 
stantial amount of power generated on 
the Canadian side is transmitted to the 
United States. 

(2) The amount of water being di- 
verted on the Canadian side, including 
permanent and temporary diversions, 
is roughly equal to half of the total 
amount of water which may be di- 
verted for power purposes. 

(3) Experience in the operation of 
large hydroelectric power plants at 
Niagara Falls extends back for over 
fifty years. 

(4) Under the assumptions of water 
availability proposed in this report, the 
dependable capacity at Niagara Falls 
in the United States could be increased 
from 440,000 kilowatts to 1,572,000 
kilowatts with increase in energy at the 
project site from 3.7 billion kilowatt 
hours to an estimated 11.6 billion kilo- 
watt hours. 
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(5) Selection of a final over-all plan 
for redevelopment for power in the 
United States at Niagara Falls is not 
advisable until the total diversions of 
water for power purposes are perma- 
nently authorized and any restrictions 
in use with respect thereto agreed 
upon. 

(6) With full allowance for any 
power that might be available from 
the proposed St. Lawrence project at 
Barnhart Island, the power which 
could be obtained from a redevelop- 
ment at Niagara Falls can be utilized 
as soon as it can be constructed. 

Only six of eighteen points are cited 
here, the others being technical or gen- 
eral. 


I a message to the Senate on May 
2nd, President Truman asked that 
body to ratify the Niagara River 


Power Treaty. 

“When the Niagara treaty has been 
ratified,” he said, “the question will 
naturally arise as to how additional fa- 
cilities shall be developed to achieve 
the best use of water to be diverted for 
power purposes. My own views on this 
question are a matter of public record; 
I believe that the additional power fa- 
cilities should be publicly constructed, 
in order that the benefits of the hydro- 
electric power produced there can be 
passed on to the people at the lowest 
possible cost to them.” 

Mr. Truman concluded the message 
with this statement: 

“T urge the Senate to consider this 
treaty promptly in order that this hy- 
droelectric power, badly needed in the 
United States and Canada, can be 
made available at the earliest possible 
time.” 

On the following day, May 3rd, 
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Senator Lehman and Representative 
Franklin D. Roosevelt, Jr., both 
Democrats from New York, intro- 
duced identical bills to authorize de- 
velopment of additional hydroelectric 
power at Niagara Falls. Under the 
terms of the proposed legislation, the 
new installations would be constructed 
by the Army Engineers and then sold 
to New York state for operation and 
maintenance. 

Senator Lehman stated that the 
transfer of the facilities to New York 
would be under terms of an agreement 
to be negotiated between New York 
and the Federal government. Such 
agreement, he said, would be subject 
to approval by the New York legisla- 
ture and Congress. 

“The whole object of our bill is to 
provide power to the people at low 
cost,” he said. 

Legislation, if adopted, would ap- 
pear to settle the question as to con- 
struction and operation of additional 
Niagara power facilities. Remaining 
would be the problem as to who would 
distribute it. 


HERE is also an unsolved question 

as to the future status of the 
Niagara Falls power division of Niag- 
ara Mohawk Power. This company’s 
Adams station would be retained as 
stand-by equipment under the report 
of the Federal Power engineers. This 
report states that Buffalo Niagara’s 
Schoellkopf plant and the proposed 
lower Niagara plant “form a useful 
and desirable unit in the redevelop- 
ment plans.” 

The report of the engineers also 
says : “This redevelopment would have 
an ultimate installed capacity of 1,- 
695,000 kilowatts, including the exist- 
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ing Schoellkopf station at 365,000 
kilowatts, but excluding the Adams 
station as a generating unit. Taking 
into account the retirement of the ex- 
isting 80,000 kilowatts in the Adams 
station, the net increase in installed 
capacity would be 1,250,000 kilo- 
watts.” 

It will be noted that the Schoellkopf 
plant is included as a part of the re- 
development program, yet Niagara 
Falls Power has a Federal Power 
Commission license for diversions 
good through 1971. 

Both Senator Lehman and Repre- 
sentative Roosevelt have expressed the 
view that the public and private proj- 
ects could work codperatively. 


HE FPC engineers estimate the 

cost of the complete Niagara re- 
development at $308,700,000 using 
covered canals as waterways from near 
Connors Island to Lewiston and $350,- 
000,000 if tunnels are used in lieu of 
canals. With canals, the estimated 
average costs per kilowatt hour are 
2.08 mills and 5.57 mills for public and 
private financing, respectively, at the 
load centers in central and western 
New York. 

Using tunnels, instead of canals, the 
estimated average costs per kilowatt 
hour are 2.30 mills and 6.22 mills for 
public and private financing, respec- 
tively, at the same load centers. The 
estimated average cost per kilowatt 
hour of equivalent steam-electric gen- 
eration is stated to be 7.88 mills, based 
on private financing. 

Private utility leaders for some time 
have questioned these cost figures. 

“Government estimates of construc- 
tion costs have doubled since 1945 and 


are now three times prewar, and the 
data prepared by these agencies show 
how little electricity they are now get- 
ting for their money in comparison © 
with work already completed,” said 
the Edison Electric Institute in April. 

Figures have been prepared by this 
organization to illustrate this point. 
The Fort Randall, South Dakota, 
reservoir was originally estimated to 
cost $75,000,000. This was back in 
1943. Later in 1949-1950 the cost was 
placed at $165,900,000. In the same 
state the Oahe reservoir, it was stated 
back in 1943, would cost $50,000,000. 
This has now increased to $234,400,- 
000. 

The huge McNary dam in Washing- 
ton and Oregon was originally ex- 
pected to cost $49,470,000 back in 
1939. In 1945 the proposed expendi- 
ture was raised to $87,266,000 and it 
is currently set at $227,028,000. 


© geeere examples cited are the De- 
troit, Oregon, reservoir from 
$20,580,000 in 1938 to $69,797,000 in 
1949-1950; Crosby-Mohall reservoir 
in North Dakota from $88,413,000 to 
$268,953,000; Hungry Horse dam in 
Montana from $50,000,000 in 1944 to 
$108,000,000 currently ; Colorado-Big 
Thompson in Colorado from $44,000,- 
000 in 1939 to $150,503,000; and Cen- 
tral valley in California from $170,- 
000,000 estimated in 1938 to $581,- 
886,000 now. The largest of them all, 
Grand Coulee, was first estimated at 
$63,000,000 in 1933 but has since 
grown to $773,339,000. 

Based on this record, industry men 
are naturally skeptical as to cost fig- 
ures involved in the St. Lawrence and 
Niagara projects. 
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Should Depreciation Be 
Deducted? 


New definitions of depreciation have been coined to accommo- 
date the purposes of those fostering a particular brand of rate 
making. But there are good reasons why the assumption— 
that depreciation is precisely measurable by accounting formula 
designed for amortization of costs—is fallacious. 


By RALPH M. BESSE* 


VICE PRESIDENT AND GENERAL COUNSEL, 
THE CLEVELAND ELECTRIC ILLUMINATING COMPANY 


number of state regulatory com- 

missions began to follow the lead 
of the Supreme Court in the Lind- 
heimer Case’ which called for correla- 
tion between actual depreciation and 
the accrual for depreciation. It was 
also during this period that an increas- 
ing number of the state commissions 
began to use the cost basis for deter- 
mining a utility’s rate base. In cases 
where public utility companies had 
accrued only modest reserves, the de- 
duction of such reserves from the cost 
of the plant was not particularly 
objectionable. 

Ten years after the Lindheimer 
Case, a synthetic concept entered the 
picture. This was in the celebrated 
Hope Natural Gas* decision. In that 
case the Court approved the deduction 
of accounting determination of de- 


[ was during the 1930’s that a 





*For additional personal note, see “Pages 
with the Editors.” 

1 (1934) 292 US 151, 3 PUR NS 337. 

2 (1944) 320 US 591, 51 PUR NS 193. 
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preciation from the original cost of 
the plant. 

This happened during the war when 
price levels were artificially stabilized 
by price controls. As a result, commis- 
sions have been deducting—for de- 
preciation—either a utility’s “accrued 
reserve” or an arbitrary “require- 
ment” based on straight-line methods 
of estimating useful life of plant 
units. 


B” the economic picture has 
changed considerably since the 
end of World War II. Price levels 
have become so inflated and utility 
plant has become so expanded that a 
reéxamination of the practice of 
deducting depreciation reserves now 
becomes an important consideration. 
Let us first assume that a depre- 
ciation reserve which has been accrued 
on any kind of amortization basis does 
not purport to measure the actual de- 
preciation in the property as of any 
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given time. The accumulation of the 
reserve is an accounting expedient to 
spread the cost of the property evenly 
over a period of years estimated to 
equal the life of the property involved. 


[' follows that the deduction of the 
reserve as a measure of deprecia- 
tion or in lieu of an actual measure- 
ment of depreciation must be defended 
on other grounds. Two other grounds 
have been advanced ; namely, simplic- 
ity of administration and equity to the 
ratepayers. 

As Harry M. Miller, president of 
the National Association of Railroad 
and Utilities Commissioners, has said : 
“Simplicity of administration has been 
overemphasized in regulation. But 
simplicity is a weak defense for any 
method which may impair property 
rights.’”* 

Simplicity has been generally ap- 
plied to the disadvantage of the utili- 
ties, and therefore has been politically 
popular. 

If a man loses his eyesight through 
the fault of another, he would of 
course be entitled to compensation for 
this loss. How would one measure it? 
Is the fact that the measurement of 
such damage is extremely complex and 
difficult a justification for a law pro- 
viding that loss of eyesight shall in all 
cases be valued by a statutory formula 
depending on remaining life expect- 
ancy? This would simplify the admin- 
istration of justice tremendously. 


3In an address last fall to the New York 
Society of Security Analysts, Commissioner 
Miller gave the range of “confusion” with 
respect to depreciation through the following 
phases: (1) no deduction at all; (2) deduction 
based on engineering estimates; (3) deduction 
of accumulated accounting reserves; (4) de- 
duction based on what “should have been 
accumulated.” 
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The Equities Involved 


\ ‘ 7uat then of the equity argu- 
ment? It is a basic rule of equity, 


long since established, that if the equi- 
ties for one party are to be considered, 
then the equities for both parties must 
be considered in order that there may 
be a balancing of equities. 

The equity in favor of the customer 
which is used to support the deduction 
of the depreciation reserve is that the 
customer has supplied the money for 
the accruals through the medium of 
rates. Thus, the utility ought not to be 
permitted to pyramid earnings from 
returns on property constructed from 
funds collected from customers in ad- 
vance of need. Usually this is all that 
is said about the equity of deducting 
a depreciation reserve. It was all that 
was said in the Cumberland Telephone 
Case.‘ It is a correct statement as far 
as it goes. But there are several other 
equities which must be considered if 
this decision is to be made on an 
equitable basis. 

The first counterbalancing equity to 
keep in mind is the fact that deprecia- 
tion reserve funds are not always fully 
invested in property. 

Obviously, if the utility has not ac- 
tually invested the funds in property, 
it should not be charged with earnings 
on the fund. It follows that the deduc- 
tion of the depreciation reserve, to the 
extent that such reserve is not fully 
invested, amounts to nothing less than 
confiscation of the company’s prop- 
erty. 

Such funds not economically in- 
vested in the property may be invested 
in government bonds or deposited in 
a bank. To the extent that these funds 


# (1909) 212 US 414, 424. 
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are invested at lower rates than the 
company’s over-all rate of return, an 
inequity exists when the full amount 
of the depreciation reserve is deducted. 


N° well that the “deductors” are 

not consistent. If they were, they 
would allow actual working capital to 
be included in the rate base instead of 
working capital determined by a for- 
mula. When there is working capital 
in excess of the amount allowed by the 
formula, it is often an indication that 
depreciation funds have not been in- 
vested. If the utility is to be charged 
with the depreciation reserve, it should 
be credited with the cash investment as 
well as a plant investment. Otherwise, 
the result is, heads the customer wins 
and tails the utility loses. That is not 
equity. 

A second counterbalancing equity 
which should be considered is the fact 
that a utility plant does not always and 
continuously earn a full rate of return. 
This is particularly true in a period of 
rising costs when rate increases become 
necessary. It is also true in depression 
periods when earnings fall off. 

If the actual rate of return is less 
than the fair rate of return, then to the 
extent of such deficiency the customers 
are not providing the depreciation ac- 
cruals. The portion of the depreciation 
accrual equal to the deficiency in return 
is, in such a case, provided by the stock- 
holders, or, if the situation is bad 


e 


enough, by the debt security holders, 
If the situation is even worse, it is not 
provided at all, but merely entered on 
the books of the company. 


N=" let us consider who should 
be compensated for the risk in- 
volved in the operation of property 
built with depreciation reserve funds. 
It seems clear that the ratepayer takes 
no capital risk. His obligation to pay 
for property worn out for his use is 
complete when he pays for his service. 
His loss, if any, is only the use of his 
money during the period between its 
collection and the retirement of the 
property involved. 

If the whole utility plant were wiped 
out, service discontinued, and some 
other service substituted, the ratepayer 
has lost nothing. But the company 
takes the portion of rate payments 
which represent depreciation accrual 
and invests these in property to reim- 
burse itself for the property which was 
worn out. It has no other legal option. 
It cannot withdraw depreciation funds 
from the operation of the business. If 
the operation of the property in which 
such funds are invested does not reim- 
burse the company, then it is the com- 
pany which loses. 

In other words, the company takes 
all of the risk involved in the invest- 
ment of depreciation reserve funds. 
Why, then, should a full rate of return, 
in effect, be allowed to the ratepayer 


the depreciation reserve reflects or even represents the 


q “DEDUCTIBILITY is often argued on the assumption that 


return of capital to the investor. That this argument 
has no basis is obvious since the reserve is not returned to 
the investor. It must be invested in the business in order that 
the purpose of its existence be accomplished.” 
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when a substantial portion of a fair 


rate of return is to cover the risk in- 


volved? The deduction of the full re- 
serve has the effect of giving to the 
ratepayer a return allowance which 
includes payment for risk he does not 
take. In fact, it gives him priority over 
the bondholders and even over any cur- 
rent obligations of the company. This 
is not equity. 


SB gewagens eect is often argued on 
the assumption that the depre- 
ciation reserve reflects or even repre- 
sents the return of capital to the in- 
vestor. That this argument has no basis 
is obvious since the reserve is not re- 
turned to the investor. It must be in- 
vested in the business in order that the 
purpose of its existence be accom- 
plished. 

In this connection we should con- 
sider the fact that an industry itself 
may become obsolete. I am not speak- 
ing of mechanical obsolescence, such 
as accrues in a generator or any other 
piece of equipment. I am speaking of 
commercial obsolescence which makes 
it impossible to earn even with the best 
of equipment. 

We are more or less familiar with 
what happened to the interurban 
transit companies, and what is happen- 
ing to the urban transit companies. 
We know what happened to some of 
our railroads in the depression of the 
1930’s. We know what free public 
bridges did to private ferry boats, 
packet steamboats, and canals. These 
are all examples of commercial ob- 
solescence of utilities. It could happen 
to the prosperous utilities of today. 

If it does happen, then there will 
have been no recovery to utility inves- 
tors for capital exhausted for the bene- 


825 


fit of customers, because the deprecia- 
tion reserve will have been invested in 
the business. The property resulting 
from such investment would become 
obsolete or obsolescent with the rest of 
the property. This is a risk taken 
wholly by the utility and its investors, 
not by the ratepayers. The investor 
will never even theoretically be able to 
recoup his initial investment. 

If the depreciation reserve is de- 
ducted in full, the utility and its in- 
vestors receive no compensation for 
this risk. 


HERE is always the risk of govern- 

ment competition. Surely, in the 
short-term picture at least, the rate- 
payer takes no risk. The deduction of 
the depreciation reserve ignores this 
equity. 

Wholly aside from the risk factor, 
equity would seem to require some 
compensation for the operation of 
property, no matter who owns it or 
who has paid for it. This is a difficult 
thing to evaluate since rates are fixed 
in relation to a rate base. It is, never- 
theless, an equity counterbalancing in 
part the full deduction of the depre- 
ciation reserve. This equity becomes 
more apparent when operating mar- 
gins or ratios of return to gross reve- 
nues are considered. If no additional 
return is permitted from the additional 
property constructed from deprecia- 
tion funds, then the profit margin in 
relation to total revenues necessarily 
narrows. As profit margins narrow, 
risks increase. Therefore, if the depre- 
ciation reserve is deducted in full in 
determining a rate base, there should 
logically be a rate of return increase 
to offset this increase in risk which re- 
sults from the fact that otherwise more 


JUNE 22, 1950 





PUBLIC UTILITIES FORTNIGHTLY 








Reserve—No Panacea for Depreciation IIIs 


7 ‘Ww: must not permit the continuance of the fallacious assumption 

that depreciation is measurable, in the economic sense, by the 
results of application of an accounting formula for amortization of 
cost. We must challenge the assertion that equity requires the full 
deduction of a depreciation reserve in the determination of a rate base.” 





business must be done to earn the same 
gross dollar return. This is a matter of 
pure rate of return economics ; yet one 
looks in vain for its recognition in the 
cases advocating a full deduction of 
the depreciation reserve. 

The depreciation reserves of many 
utilities are currently inadequate, due 
in some cases to a long period of retire- 
ment reserve accounting, and in other 
cases to accrual policies caused by the 
fear of deduction of a large reserve. In 
the case of inadequate reserves some 
commissions have deducted a larger 
straight-line requirement estimated by 
the commission. There is an obvious 
additional inequity here because, if the 
utility had accrued sufficient amounts 
for an adequate reserve, a rate increase 
would have been justified to cover the 
increased depreciation accruals. By not 
having incurred these costs, the con- 
sumers in the past have benefited. By 
employing a retroactive straight-line 
deduction in excess of the book reserve 
in determining the rate base, the com- 
mission would grant to the present 
consumers a benefit at the expense of 
the company and its investors. 
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_ is still another basic equity. 
It is the equity to the utility which 
arises from the fact that depreciation 
is not accrued on value but on cost.§ 
Thus, the ratepayer in an inflationary 
period never wholly pays for replace- 
ment of the property which is worn 
out for his benefit. The stockholder 
must make up the difference to replace 
the property to continue the same 
service. 

This practice has broad social and 
economic implications, far beyond the 
objective of this discussion. When new 
capital must be provided merely to 
maintain the level of productive capac- 
ity because depreciation can be accrued 
only on cost, someone is kidding him- 
self. 

The owner gets earnings which are 
not true earnings. The government 
gets income taxes, amounting to a capi- 
tal levy, on an illusory income. The 
consumer fails to replace capital con- 
sumed for his benefit. 

Over all, the situation amounts to 
consumption of capital without com- 
pensation. A dynamic society must 
add to its facilities—the present prac- 
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tice consumes the accumulations of the 
past. It cannot be equity. 

Considering all of the above, it fol- 
lows that the equity argument in sup- 
port of the deduction of the deprecia- 
tion reserve has not been fully stated. 
If equity is to be the test, all of the 
equities should be considered. When 
they are, something less than a full de- 
duction of the depreciation reserve is 
clearly indicated. 


Deduction As a Rate Base Anomaly 


A’ a matter of fact, the deduction of 
the depreciation reserve in deter- 
mination of a rate base is an anomaly. 
It effects a hybrid type of theory which 
combines an original cost of property 
type of rate base with a prudent in- 
vestment type of rate base for the pur- 
pose of reducing the resulting rate 
base. This method cannot meet the test 
of economic soundness today in rate 
making except by happenstance in the 
case of a company with negative net 
current assets or a deficit in the surplus 
account, or both. It is an economic 
anachronism being, as an engineer 
would say, “out of phase” with respect 
to current times by its very nature. 
There are only two other special 
situations that come to mind in which 
the net plant method might be used. 
One is in the case of obsolescence 
where the net plant rate base might co- 
incide with economic value at some 
point during the decline in earning 
power of the industry. The other case 
is that of a utility facing expropriation 
or municipal, Federal, or state en- 
croachment without recourse to regu- 
latory protection. The net plant rate 
base would at some time be equal to 
value, depending upon the point at 
which this depressant on investors’ se- 
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curities caused them to equal such a 
rate base. 


HE fact that many of the current 
practices with respect to the de- 
preciation deduction are unrealistic, 
unsound, and damaging to the indus- 
try and the public it serves, is ample 
reason on a logical basis for a change 
toward a sounder practice. In and of 
itself, though, this cannot be taken as 
a criterion that the pendulum is going 
to swing in that direction. However, 
I do believe that there have been a sub- 
stantial number of recent develop- 
ments which are conducive to a trend 
away from the more radical views and 
practices. There are some scattered 
indications that the move already has 
begun. The need of the utilities to at- 
tract capital to finance their huge con- 
struction programs has forced the re- 
consideration of some of the theories. 
Here are some pertinent observa- 
tions along this line: 

1. We already have heard the most 
extreme claims that will be made. 

2. Current economic conditions are 
so widely different from those of the 
recent past that if end results be the 
test, the more radical of the recent 
practices are becoming unrealistic— 
and more widely recognized as such. 

3. The attitude of regulatory bodies 
is growing more discerning. Many of 
the reports at recent NARUC conven- 
tions and the actions of that body have 
given evidence of a more thoughtful 
approach and keener recognition of 
utility problems generally. Rate in- 
creases to all types of utilities have 
been granted in substantial numbers 
virtually all over the country. 

4. Among the commissions there is 
a notable trend toward the assertion 
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of states’ rights which brings regula- 
tion closer to the problems, making it 
realistic. 

5. The utility industry itself has 
given more searching study to the 
problems. Sounder practices and more 
widespread efforts to create a broader 
understanding of the economics of the 
business are evident. 

6. There has been an increasing 
amount of attention given to the merits 
of gross plant methods of rate making ; 
i.e., going all the way back to no de- 
duction at all for depreciation. 

7. Some commissions have adopted 
a middle-ground course. The Missouri 
commission, for example, has adopted 
the Missouri Plan Rule 38-A* in which 
a gross plant is used but income is 
credited with an interest rate on the 
accumulated reserve. 

8. In jurisdictions where the deduc- 
tion for depreciation has remained an 
engineering matter, the abuses of the 
early years are no longer present. De- 
preciation is determined on a sound 
and supportable basis as a physical and 
economic fact. A number of recent 
major cases have demonstrated this.® 


The Outlook on Depreciation 
Deduction 


pene no one of these things can 
be taken as a specific indication of 
a trend toward sounder practice in 
treating the depreciation deduction. 
Many of them relate to broader phases 
of public utility regulation. Yet, taken 


5 (1945) 62 PUR NS 129. 

€In my own opinion, if this had been done 
in the late 1920’s, there would not have been 
the stimulus to make the shift to such unsound 
practices as actually resulted. 


as a whole they paint a picture of a 
climate quite different from that of the 
decade from 1934 to 1944—a climate 
conducive to sounder thinking and 
practice. 

In taking aim toward that sounder 
course, we must logically ask our- 
selves, “What should we foster?” 
There is probably no single appropriate 
solution. 

Personally, I subscribe wholeheart- 
edly to the Ohio plan. The Ohio stat- 
utes have been such that throughout 
the years the depreciation deduction in 
rate making has been a matter of en- 
gineering determination. In all recent 
cases it has been soundly determined, 
taking into account all elements of de- 
preciation. The resulting deduction has 
been supported before the commission 
against rather capable opposition in a 
number of cases. The end results in 
over-all rate making by the Ohio for- 
mula have not produced high rates. 
Several other states are either still fol- 
lowing a similar practice or have, in 
part, reverted to a similar practice. 


Hus, the prospects for improve- 

ment are better than at any time 
in recent years. Something can, and 
should be done. 

We must not permit the continuance 
of the fallacious assumption that de- 
preciation is measurable, in the eco- 
nomic sense, by the results of applica- 
tion of an accounting formula for 
amortization of cost. We must chal- 
lenge the assertion that equity requires 
the full deduction of a depreciation re- 
serve in the determination of a rate 
base. Only then have we assumed our 
full responsibility. 
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Methods of Selling Utility 
Common Stocks 


The outline of the most appropriate methods of setting 

up common stock of public utility companies for 

selling. It is a gradually developing art with new and 
better techniques arriving every day. 


By MARVIN CHANDLER* 


of selling common stock of a util- 
ity can be of great importance and 
depends to a considerable extent on the 
situation of the utility in question. One 
company’s meat may be another com- 
pany’s poison, and doing the job the 
right way can mean a material differ- 
ence in cost to the issuer. Before rec- 
ommending a program to a utility the 
writer studied carefully all the meth- 
ods generally in use in 1949 to appraise 
their principal merits and demerits. 
Summarized in Table I (page 835) 
are virtually all public offerings of 
over $200,000 in amount by electric, 
gas, telephone, and water utilities in 
1949. Perhaps the most striking fact is 
that no one of the six methods as here 
classified represented even as much as 
a third of the offerings. The rights 
offerings underwritten on a negotiated 


Goi stn of the one best method 


*For personal note, see “Pages with the 
Editors.” 
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rather than competitive basis gained 
the most adherents but still accounted 
for only 30 out of 104 sales, with the 
remainder well distributed among 
other methods. 

One “right” is the privilege which 
the holder of one share of common re- 
ceives; the holder of two shares re- 
ceives two rights. In an offering of, 
say, one new share for each five held, 
it requires five rights to acquire one 
new share. The “warrant” is the certifi- 
cate received by each shareholder evi- 
dencing the number of rights to which 
he is entitled. 


The Oversubscription Privilege 


_ rights offering may carry with 
it an “Oversubscription Privi- 
lege,” also sometimes called Supple- 
mental Subscription Privilege, Condi- 
tional Purchase Privilege, etc. This 
practice, originated by Southwestern 
Public Service, provides that stock- 
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holders, in addition to exercising their 
right to buy, say, one share for each 
five owned, may also subscribe for an 
unlimited number of additional shares 
available from those who do not exer- 
cise their rights. For example, in a 
typical offering of, say, 100,000 shares, 
perhaps 80,000 will be taken up by the 
exercise of regular rights. The balance 
of 20,000 shares will then be prorated 
among those who entered subscriptions 
for additional amounts. This feature 
is becoming more frequently used. 


n 1949, of a total of 68 offerings 
through rights, 26 carried over- 
subscription privileges. It has often 
contributed substantially to the success 
of an offering. Of the 26 rights offer- 
ings with oversubscription privilege in 
Methods 1-4 (opposite), 19 produced 
subscriptions of over 100 per cent of 
the shares offered. The highest was in a 
nonunderwritten offering (with dealer 
commissions ) by New England Gas & 
Electric Association on a 1-for-10 
basis, where original and supplemen- 
tal subscriptions totaled four times the 
amount of the offering. 

Clearly, the oversubscription privi- 
lege has most merit in a nonunder- 
written offering, as it encourages 
placement of the balance of shares 
which always are not purchased 
through the “first” rights. If the total 
offering is underwritten, of course 100 
per cent is sold in any event and the 
oversubscription privilege serves little 
purpose to the company except to the 
extent that its inclusion, in easing the 
job of the underwriter, may permit a 
lower underwriting commission. The 
exercise of the oversubscription privi- 
lege will tend to decrease as the size of 
the offering in relation to presently 


JUNE 22, 1950 


830 


outstanding shares increases. If a 
stockholder owns 200 shares and he is 
offered the right to buy 20 more shares, 
plus an additional subscription, he may 
well want to increase his holding fur- 
ther to a total of 250 or 300 shares 
rather than 220. On the other hand, 
if he owns 200 shares and is offered 
100 more, the chances of his entering 
an oversubscription are greatly dimin- 
ished. 


A™= element which reduces the 

necessity of an oversubscription 
privilege is the size of the discount at 
which the stock is offered below the 
prevailing market price. If the dis- 
count is wide, subscriptions will be 
heavy and in addition the wide dis- 
count itself will attract large oversub- 
scriptions so that the arrangement may 
become more of a nuisance than it is 
worth. As a result, if in the order of 
95 per cent of the stock is sold without 
oversubscriptions, it is probably sim- 
pler and cheaper to sell off the re- 
mainder through the underwriters or, 
if not underwritten, then directly to 
brokers or dealers after the close of the 
offering than to bother with the over- 
subscription mechanism. One large 
utility which in 1949 offered rights 
one for five at $33.50 when its stock 
was selling around $40 had a 97.8 per 
cent subscription, leaving only about 
10,000 shares to be allotted among 
oversubscriptions for 379,000 shares. 
Under the allotment method, only 1,- 
183 of the 4,225 subscribers under the 
conditional purchase privilege received 
one or more shares, leaving the re- 
mainder both surprised and disap- 
pointed. Moreover, the unit cost of 
selling these last 10,000 shares ran 
rather high considering all the allot- 
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ment machinery which had to be es- 
tablished. 


N unintended outgrowth of the 
oversubscription privilege which 
may motivate some issuers to abandon 
it was well described in The New York 
Times last December as follows : “The 
block of 200,000 shares of Northern 
States Power Company of Minnesota 
placed on the market yesterday by 
Blyth & Co., a nonunderwriter, marks 
an unapprehended new development in 
the distribution of public utility equity 
shares through stockholders’ preémp- 
tive subscription rights. It is under- 
stood that most of this stock was ac- 
quired by the banking house, not 
through the usual underwriting or 
secondary distribution arrangements, 
but by the banking house buying rights 
in the open market and invoking the 
special oversubscription privileges that 
went with the rights. The operation is 
largely arbitrage. To buy rights in the 
market and sell a _ corresponding 
amount of stock in itself may often be 
much ado about nothing; but such ar- 
bitraging stands to be vindicated hand- 
somely when the possession of the 
rights carries a privilege of subscrib- 
ing to more stock at a substantial dis- 


New Money 
15 3 


. Rights Offerings Not Underwritten 
. Rights Offerings Not Underwritten 
but with Commission to Dealers for 
Subscriptions Exercised 

. Rights Offerings, Underwritten after 
Competitive Bidding 

. Rights Offerings, Underwritten on 
Negotiated Basis 

. Nonrights Offerings, Underwritten 
after Competitive Bidding 

. Nonrights Offerings, Underwritten 
on Negotiated Basis 


count from the current market. In the 
case of Northern States Power, this 
amounted to three-quarters of a point; 
market price was 11, as against a sub- 
scription price of 104. With pickings 
approaching six figures thus realizable 
from the side lines, who in the future 
will undertake the stand-by underwrit- 
ing risk in such transactions, and at 
what price!” 

A negligible “oversubscription privi- 
lege” often included is to permit stock- 
holders receiving a fractional subscrip- 
tion warrant the right to purchase one 
full share in lieu of any fraction. This 
appears to be a reasonable provision. 
Offering of stock to employees also has 
been gaining in favor. 


Margin Requirements on Rights 


\, wrang which undoubtedly has 
given impetus to a large sub- 
scription under rights offerings is the 
Federal Reserve Board regulation 
(Amendment No. 9 to Regulation T 
and Amendment No. 10 to Regulation 
U) effective May 16, 1949, permitting 
margin loans of up to 75 per cent of 
the purchase price of securities ac- 
quired through exercise of rights, 
whether received as a stockholder or 
purchased from others, as contrasted 
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Offerings in 1949 
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with a 50 per cent limitation for ordi- 
nary acquisitions. This has led to the 
purchase and exercise of rights in 
large numbers even though the offering 
price and market price were virtually 
the same and the rights nominally had 
little or no value. 


1. Rights Offering Not Underwritten 


In this type of offering, the company 
relies wholly on the original stockhold- 
ers either exercising their rights or sell- 
ing in the market to others who will 
exercise. There is no assurance that all 
of the stock being offered will be sold, 
and, in fact, without an oversubscrip- 
tion privilege it is not likely that 100 
per cent will be sold. Frequently, if 90 
or 95 per cent of the rights are exer- 
cised, the company disposes of the un- 
subscribed shares to an investment 
banker or broker soon after the end of 
the subscription period. This type of 
offering is most feasible and successful 
when (a) the company is long estab- 
lished, well known, and its stock in the 
nature of a “blue chip”; (b) the offer- 
ing price is placed at a substantial dis- 
count from current market, so that the 
rights are very attractive and have con- 
siderable value; (c) the offering is not 
unduly large in proportion to shares 
presently outstanding; (d) an over- 
subscription privilege is included. 
Companies using this method last year 
generally followed this pattern. Ex- 
cluding the oversubscription deals and 
two unusual offerings by subsidiaries 
of American Telephone and Tele- 
graph, the average subscription was 
98 per cent. 


NDER Point (b) above the neces- 
sity of pricing well below the 
market means either receipt of less 
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cash or else sale of more shares and 
resultant greater immediate earnings 
dilution. This is an important consid- 
eration in the first instance when a 
company is particularly desirous of 
realizing the maximum possible 
amount of cash from its offering and 
in the second instance when the issue 
already is large in relation to the out- 
standing shares. Furthermore, offer- 
ing of rights at a large discount is gen- 
erally most beneficial to those who ex- 
ercise their rights and least beneficial 
to those who sell their rights at a time 
when the price of the stock may well 
be somewhat depressed by the offer- 
ing. Therefore, Point (b) means that 
this offering tends to be unfair to those 
stockholders who do not exercise their 
rights, possibly because of circum- 
stances beyond their control. 

The major advantage of Method 1, 
of course, is the elimination of the ex- 
pense of the underwriters’ commis- 
sions, but this should be considered 
against the discount below current 
market at which the offering is made. 
If the shares are offered 15 per cent 
below the probable market without 
underwriting, the reduction in pro- 
ceeds to the company would be only 
about 10 per cent if the commission 
on an underwritten sale were, say, 5 
per cent. 


2. Rights Offering Not Underwritten 
But with Dealer Commission 


£ ie type of financing is identical 
with Method 1 except that the 
company pays dealers for bringing in 
subscriptions. These payments were 
originated by Southwestern Public 
Service in connection with an under- 
written offering in 1947, and the non- 
underwritten dealer-payment plan was 
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Utility Financing Is a Custom Job 


sar pea of the one best method of selling common stock of a 

utility can be of great importance and depends to a considerable 

extent on the situation of the utility in question. One company’s meat 

may be another company’s poison, and doing the job the right way can 
mean a material difference in cost to the issuer.” 





popularized by Columbia Gas System. 
In a May, 1949, Columbia offering, 
participating dealers were paid 30 cents 
per share compared with the offering 
price of $10, for subscriptions which 
they were instrumental in obtaining. 
In some instances, a dealer-manager or 
group of dealer-managers handles the 
operation at an additional fee, either a 
flat amount or per share amount on 
each share subscribed. The dealer-man- 
ager may also agree to use his best 
efforts to sell the unsubscribed shares 
at a rate per share agreed upon in ad- 
vance. The companies using this meth- 
od in 1949 paid the dealers on average 
a fee of about 3.5 per cent of the pub- 
lic offering price, excluding the dealer- 
manager’s fee in several cases. Actual- 
ly, this is close to the average on most 
underwritten rights offerings. Under 
this method, an oversubscription privi- 
lege is also frequent, occurring in six 
of the ten cases in 1949. 

The advantages and disadvantages 
of Method 2 are the same as Method 1 
except that the active assistance of the 
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dealers should produce a higher per- 
centage of subscriptions exercised. 
The dealers are given an incentive to 
place the stock with their customers, 
whereas, in Method 1, the dealer’s in- 
terest lies in discouraging rather than 
encouraging his customers to exercise 
their rights. Since under Method 2 the 
chances of placing the stock are en- 
hanced, the offering price can be raised 
over Method 1 and the net realization 
to the company may be greater. 


| poem: the company is still not 
assured of selling the entire offer- 
ing. Columbia Gas in its offering priced 
the new stock at $10 when the issue had 
been trading around $11.50 to $12, 
which appeared to be a reasonable 
spread, but the market declined during 
the 3-week offering period to below the 
subscription price, and only 77 per cent 
of the issue was sold despite dealers’ 
efforts. Furthermore, in practice, the 
percentage of subscriptions in 1949 
exceeded 95 per cent only in the case of 
offerings with oversubscription privi- 
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leges and two divestments by General 
Public Utilities (New York State 
Electric & Gas and Rochester Gas & 
Electric). On the remaining four offer- 
ings, the percentage of subscriptions 
ranged from 23 per cent to 81 per cent. 
Of course, the pricing in relation to 
market or unfortunate timing of the 
sale may have been factors which even 
the dealers’ efforts could not overcome. 


3. Rights Offering, Underwritten 
After Competitive Bidding 


iy is a characteristic of rights offer- 
ings that most stockholders wait un- 
til near or on the last day of the offer- 
ing to see if the price is still attractive 
at that time, and with a 2- to 3-week 
offering period, there is a substantial 
risk of a significant market change oc- 
curring. Underwriting transfers this 
risk from the company to the invest- 
ment bankers. 

In the usual rights offering with 
competitive bidding, the bidders name 
(a) the price at which they will offer 
the stock to the stockholders and (b) 
their total dollars of compensation, ir- 
respective of the percentages of the of- 
fering subscribed. The highest bid is 
determined by multiplying the total 
number of shares to be offered by the 
proposed offering price per share, and 
deducting the total compensation to the 
underwriters. There is a “play” in this 
type of offering which is left to the un- 
derwriter to determine. He can bid a 
relatively low offering price and, ex- 
pecting a heavy subscription, a low un- 
derwriting fee, or he can bid a high of- 
fering price, and, expecting a light sub- 
scription and consequently more sales 
effort on his part and more risk, a high 
underwriting fee. In practice, most of 
these deals have been won by a bid set- 
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ting the offering price approximately 
at the market price of the stock, with 
the underwriters’ compensation a 
higher proportion of the selling price 
than in the noncompetitive deals un- 
der Method 4. 

For the ten offerings by Method 3 
in 1949, the average underwriting 
“spread” measured as a percentage of 
the public offering price was 2.8 per 
cent, but, excluding the unusual Amer- 
ican Gas & Electric, American Natural 
Gas, and Northern States Power deals 
discussed below, was 3.7 per cent. Of 
course the relation of offering price to 
prevailing market price has an impor- 
tant influence on the compensation paid 
to underwriters. 


|. qa Method 3 may tend to 

realize the greatest possible 
amount of dollars for the company, one 
result is that the rights have little or 
no value. They probably will be worth 
only a matter of pennies at the most, 
particularly in a relatively small offer- 
ing such as one for eight or one for 
ten. In the latter case, if the stock is 
selling for 203 and the offering price 
is 20, the right has a value of only 4 
cents. Receipt of relatively worthless 
rights by present stockholders may 
arouse some ill will and in a sense 
makes the rights offering rather il- 
logical. If the right is virtually worth- 
less, then why bother to offer the stock 
to present holders? However, in a 1- 
for-2 offering and the same 204-20 
price relationship, the right would be 
worth 17 cents. Generally a rights 
value of at least 20 to 25 cents is desir- 
able. Where the common does not 
have preémptive rights and the offer 
would be in the nature of something 
“extra” to be given to present holders 
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which they are not entitled to under the 
charter, there is less reason to create a 
sizable value for the right than in the 
case of a company where the sharehold- 
ers have preémptive rights. 

An innovation in competitive bid- 
ding for rights offerings was provided 
by the well-known American Gas & 
Electric, which established the offering 
price a day or two before the bidding, 
so that the bidders named only their 
total compensation. The price was set 
at 44%, which compared to a market 
price of 47 on the day of the bidding, 
and the underwriters’ fee was only one- 
half per cent of their commitment, 
which is lower than any of the nego- 
tiated sales under Method 4, even 
though priced relatively close to the 


market. (The issue carried an over- 
subscription privilege, and, incidental- 
ly, was offered first to stockholders de- 
spite their lack of preémptive rights. ) 
Subsequently, American Natural Gas 
and Northern States Power followed 
the same procedure and also incurred 
underwriting costs of only 0.6 per cent 
and 1.2 per cent, respectively. It ap- 
pears probable that this method will 
be used more widely in the future, of- 
fering as it does assurance (through 
the underwriting) that the issue will 
be sold at relatively insignificant cost. 


HE disadvantages of competitive 
bidding for common stocks have 
been cited many times. They include 
the risk that no bid or no satisfactory 
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TABLE I 


PRINCIPAL OFFERINGS TO PUBLIC OF PUBLIC UTILITY COMMON 
STOCKS DURING 1949 


1 2 
Nonunderwritten, 
Rights 


Commis- 
ston to 
Dealers 


No Com- 
missions 


Electric 
New money 


$ 8,185 
Holding company divestment 


59,878 


$ 63,222 
7,876 


Competi- Noncom- Competi- Noncom- 
tive 


$67,482 


3 4 
Underwritten, 
Rights 


5 6 
Underwritten, 
No Rights 

Per Cent 
tive Total Of Total 


petitive petitive 


Amount of Offerings (000) 


$120,338 $34,426 $ 62,356 
— 34,969 23,681 


$356,009 58.6% 
126,404 20.8 





Total electric 
Gas 
New money 
Holding company divestment 
Stockholders’ divestment . 


71,098 


17,008 
15,232 


68,063 
13,453 


67,482 


120,338 79.4 


8,887 


69,395 86,037 
12,334 


20,008 


482,413 


59,502 
15,494 
20,008 


7,820 





32,240 13,453 
Telephone—New money 24,709 299 
Water—New money _ —_ 


7,820 8,887 32,342 
_ 2,173 1,967 
_ 963 _ 


95,004 
29,148 
963 





Total $128,047 $81,815 
% of Total 21.1% 13.5% 


Electric 
New money 
Holding company divestment 


Gas 
Holding company divestment 
Stockholders’ divestment .... 


Telephone—New money 
Water—New money 


Slt eel lle elma 


$75,302 $132,361 
4% 21.8 


$69,657 $120,346 $607,528 
11.4% 19.8% 100.0% 


Number of Offerings 
23 
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bid will be received; the inability of 
the underwriter to incur much expense 
in studying the company and acquaint- 
ing his organization, customers, and 
group fully with the issue prior to its 
offering ; the lack of underwriter’s as- 
sistance in determining a proper financ- 
ing program initially and in “setting 
up” the deal (preparing the prospectus 
and subscription papers, holding meet- 
ings for dealers and analysts, etc.), 
which can of course be overcome by 
retention of independent and unbiased 
financial advisers; the fact that the 
winning group may not include those 
investment bankers who are most fa- 
miliar with the company and whose 
clients already own shares ; the rigidity 
of the timing of the sale which must be 
set several days or more in advance; 
the greater expense, etc. In a large 
deal, competitive bidding may disperse 
the underwriting strength too broad- 


ly ; particularly in weak markets, a rela- 
tively few large, strong groups are 
preferable to many. These disadvan- 
tages are of considerable importance, 
especially in the case of a little-known 
company, or one with a poor immedi- 
ate background. 


HERE is another drawback to com- 

petitive bidding for common 
stocks which tends to keep the com- 
pany from getting the highest possible 
realization per share. It was well de- 
scribed in an application filed by Amer- 
ican Power & Light with the SEC seek- 
ing exemption from competitive bid- 
ding for the sale of a large block of 
Kansas Gas & Electric common. “It 
is believed that the mechanics of com- 
petitive bidding on the common stock 
of Kansas at this time would result in 
a lower price being obtained than 
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would be possible on a negotiated sale. 
Common stocks are considerably more 
difficult to value than are bonds. 
Whereas a group of underwriters will 
agree on the value of a bond within a 
fraction of one per cent, there have 
been numerous instances where a 
group of underwriters could not agree 
on the value of a common stock with- 
in a 25 per cent range. When groups 
are formed to bid on a common stock, 
the final price submitted must be the 
consensus of opinion of the members 
of the group. In any but a strong mar- 
ket, this consensus will be less than the 
arithmetical average. This is because 
in event a price should be established 
above that which any member believes 
is representative of the correct market 
value, that particular member will drop 
out of the group. This occurs shortly 
before the hour of bidding, and it is 
difficult, if not impossible, to replace 
this member. A group cannot afford to 
lose much more than 20 per cent of its 
underwriting strength, so that the bid 
must be low enough to retain at least 
80 per cent of the group. On a nego- 
tiated sale, the price is agreed upon by 
the seller and the selected underwriter. 
The underwriter then attempts to form 
a group. If one underwriting house de- 
clines the business because it feels the 
price is too high, the house forming 
the group can go to many others as re- 
placements. 


¢C TN the case of Kansas the market 

has existed for only a year, and 
only a small percentage of the stock 
has been on the market so that, in any 
underwriting group formed to bid 
competitively, there will be some in the 
group who want to price the stock sub- 
stantially under the market, some who 
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Sound Technique for Future Trading 


c¢ HE most appropriate method of setting up a utility common 

stock for sale depends upon the position and objectives of the 
particular utility. The art is a gradually developing one, with new and 
better techniques evolving. The achievement of both the utility and 
investment banking industries in placing $600,000,000 of common stock 


with investors last year. . 


. is indicative of investor confidence, sound 


selling techniques, and cultivation of investor relations.” 





| want to price it on the bid side of the 
4 market, and some who are willing to 
a price it on the offering side of the mar- 
ket. Thus, for a stock like the common 
stock of Kansas there might be a dif- 
ference in the price to the seller rang- 
ing several points. The extent of this 
range would depend on several fac- 
tors. The size of the competing groups 
would be one factor, and the more 
houses in the group the wider the pos- 
sible range of values would likely be. 
A factor of even greater importance 
would be market conditions. If the 
market were strong on the day that the 
group met for final price determination, 
the greater would be the chance of the 
group’s agreeing on a price approxi- 
mating market levels, and there would 
probably be less variation in the size of 
the spread that was considered neces- 
sary to sell the stock. On the other 
hand, if the market gave any evidence 
of weakness on the day of final price 
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determination, it is likely that the range 
of prices within a group might be great 
and that to maintain underwriting 
strength the group would have to sub- 
mit a bid that was low in relation to 
the market.”’ 

Method 3 generally has been used 
by companies under jurisdiction of the 
Securities and Exchange Commission 
which favors competitive bidding. 
Without this SEC policy, a number of 
these sales doubtless would have been 
by Method 4. An exception was In- 
dianapolis Power & Light, but in that 
instance the state commission required 
competition. 


4, Rights Offering Underwritten 
On Negotiated Basis 


N this type of common sale, which 
I was used more than any other, the 
offering is underwritten by bankers of 
the company’s choice who work close- 
ly with the company in preparing the 
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offering as well as in its sale. The un- 
derwriter’s commission of course tends 
to be higher (a) the larger the offer- 
ing relative to existing shares and (b) 
the closer the offering price to market. 
As in any underwritten offering, the 
underwriter usually allows a conces- 
sion to dealers who are instrumental in 
obtaining the exercise of rights or who 
obtain outright new orders for the 
stock. The underwriters in this type of 
deal or in Method 3 usually sell stock 
“short” during the subscription period 
in anticipation of the probability that 
not all rights will be exercised. They 
also often buy rights in the open mar- 
ket, exercise them, and sell the stock 
thus acquired in order to shorten the 
period of their commitment. 


HE advantages of this method are 
to a considerable extent the dis- 
advantages of Methods 1, 2, and 3: 

(a) Sale of the offering in toto is 
assured. 

(b) Some control may be exercised 
over placement of the unsubscribed 
shares both as to geography and size of 
individual sales. 

(c) The underwriter can work with 
the company prior to as well as after 
the underwriter purchases the issue, 
setting up the deal, educating salesmen, 
subscribers of the group, and dealers, 
inspecting the property and territory, 
preparing reports, sounding out the 
market to determine the potential de- 
mand, etc. The facts about the com- 
pany will be much better known to the 
underwriter. 

(d) It is possible to invite many un- 
derwriters into the group. All the bank- 
ing houses particularly interested in the 
company can be included in the group 
instead of some of them being mem- 
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bers of groups which are unsuccessful 
bidders. 

(e) If it is desired to place the stock 
in the service area, underwriters in the 
territory in a competitive bidding deal 
may be eliminated because they were 
in unsuccessful groups. Of course, in 
that event they may still participate 
profitably in the sale as dealers. 

(£) Control of the offering price and 
value of the right lie with the company 
rather than the successful bidder (ex- 
cept in an American Gas & Electric type 
of competitive sale). However, despite 
the best intention of underwriters and 
company management to “pitch” the 
offering price to give substantial value 
to the rights, either the impact of the 
offering, particularly if it is large rela- 
tive to the shares previously outstand- 
ing, or an adverse market may force 
the market price down to the subscrip- 
tion price during the subscription pe- 
riod, with it climbing back up after the 
period expires. This was the experi- 
ence of Central Illinois Public Service 
in offering shares one for five in June, 
1949. If the issuer is relatively small 
with a limited market for its shares, 
this situation is more likely to occur if 
for no other reason than that the pre- 
offering “market” may be so thin as 
not to give a revealing picture of the 
demand and supply for the shares. 

(g) Control of the timing of the of- 
fering is retained by the company and 
underwriter until the last possible 
moment. 


HE underwriters’ compensation 
may be (A) a fixed amount per 
share on all shares whether or not sub- 
scribed, or (B) a fixed amount on all 
shares as under (A) but smaller, plus 
an additional amount per share on all 
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shares not subscribed which the under- 
writers therefore must place. Further 
elaborations of these principles may be 
found. Southwestern Public Service 
in its 1949 offering paid a fixed amount 
per share to dealers on all shares sub- 
scribed, an additional higher fixed 
amount per share to dealers on all 
shares subscribed through the oversub- 
scription privilege, and a varying 
amount per share to the underwriters, 
the amount increasing as the total un- 
subscribed shares increased. Practice 
has favored the simple payment under 
(A) above, with the underwriters tak- 
ing care of the dealers out of their com- 
mission. The amount of the compensa- 
tion of course should depend in part 
on the discount below market at which 
the stock is priced, as well as the size 
of the offering, the standing of the en- 
terprise, the length of the subscription 
period, etc. Of the 30 offerings by 
Method 4, 15 were underwritten under 
a fixed fee per share (A above) aver- 
aging 3.7 per cent of the offering price, 
or 3 per cent, excluding one very high 
fee for a new natural gas venture. The 
basic fee for 11 offerings with the dou- 
ble payment (B) method averaged 3.1 
per cent with a supplemental payment 
of 2 to 5 per cent on shares not sub- 
scribed. 


FS cormhere of this type of offering 
sometimes found is an agreement 
on the part of underwriters to refund 
to the company a portion of the under- 
writers’ profit on selling unsubscribed 
shares for more than the subscription 
price. These formulae vary. South- 
western Public Service Company’s 
sale on February 25, 1949, was an ex- 
ample of this type. 
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Method 4 has sometimes been ac- 
complished after what is known as pre- 
liminary “shopping around” among 
several possible underwriters to see 
which house gives evidence of offering 
the best terms, then deciding upon one 
underwriter and following through 
with him on a negotiated basis. In this 
way some competition is maintained 
while retaining many of the advantages 
of a negotiated sale, but since the bank- 
ing house is not bound by its prelimi- 
nary price indication, the method is not 
always entirely satisfactory. 


5. Nonrights Offering, Underwritten 
After Competitive Bidding 
E this type of sale, a block of shares 
is put up for competitive bidding 
and sold with no opportunity given to 
existing shareholders to increase their 
holdings pro rata. Consequently, there 
is no discount from market to create a 
value for the rights. As a result of the 
competition, theoretically the greatest 
proceeds to the company should result. 
As a practical matter this is question- 
able, particularly in the case of a less 
well-known company. The underwrit- 
er working with the company from the 
start and knowing that he “has the 
deal” may well be able to develop an 
interest in the stock that will justify 
paying a higher price than if he were to 
make a “cold” competitive bid. 

This method has been used primarily 
for sales by holding companies, usual- 
ly of blocks of stock in which there al- 
ready is a good market rather than 
sales by issuers for new money. The 
average underwriting discount or com- 
mission for the 14 examples in 1949 
was 3.7 per cent of the offering price. 

The bidding on one of the new 
money offerings, that by Gulf States 
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Utilities, incidentally, was not for the 
usual specified number of shares but 
rather for the smallest number of 
shares which would provide net pro- 
ceeds of exactly $4,500,000 to the com- 
pany, a method which was used several 
times prior to 1949 also but has not 
gained wide acceptance. It results in 
sale of an odd number of shares but 
assures a definite amount of money to 
the company. 


6. Nonrights Offering, Underwritten 
On a Negotiated Basis 


HIs method is the same as 4 with- 

out the rights feature. It has the 
advantage of close association with the 
underwriter, of control of timing, etc., 
but the disadvantage of perhaps not 
getting as good a price as under com- 
petitive bidding. Method 6 is second 
in popularity to Method 4. Of course 
if it is desired to grant rights to stock- 
holders, as was done in 73 per cent or 
63 out of the 86 sales for new money 
in the attached tables, then Methods 5 
and 6 must be ruled out. 

The underwriting commission aver- 
aged 6.3 per cent of the offering price 
for the 22 offerings under Method 6, 
ranging from 3.4 per cent to 9.2 per 
cent. 

Although both Methods 5 and 6 
would appear to produce the greatest 
proceeds to the company because the 
stock is not sold at a discount from 
market to create a value for the rights, 
nevertheless at least a partial offset is 
provided by the fact that the under- 
writers’ compensation tends to be a 
higher proportion of the selling price. 
This is particularly true when compar- 
ing the 6.3 per cent average for under- 


written nonrights offerings under 
Method 6 to the 3 per cent adjusted 
average for underwritten rights offer- 
ings. The differential is rather strik- 
ing considering that in the rights sale, 
the underwriters must stand by for a 
period of usually ten days to three 
weeks before the subscription period 
expires and they know the amount of 
stock which they must sell. Of course, 
as pointed out elsewhere, they can 
minimize this risk by sales of shares 
during the subscription period, either 
after purchase and exercise of rights 
or through short sales, and the public 
offering price is usually below the pre- 
vailing market, which is less likely to 
be true in Method 6. 


Conclusion 


HE most appropriate method of 

setting up a utility common stock 
for sale depends upon the position and 
objectives of the particular utility. 
The art is a gradually developing one, 
with new and better techniques evolv- 
ing. The achievement of both the util- 
ity and investment banking industries 
in placing $600,000,000 of common 
stock with investors last year (exclud- 
ing sales of convertible issues and 
American Telephone and Telegraph’s 
sales to employees and cash payments 
on debenture conversions), with mar- 
ket prices for utility common stocks 
generally higher at the end of the year 
than in the beginning, is indicative of 
investor confidence, sound selling 
techniques, and cultivation of investor 
relations. Continued improvement in 
offering techniques and in keeping the 
investor investing should be the ob- 
jective of the industry. 
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Co-op Tax Exemption 


The head of a national group devoted to tax equality 
gives reasons why the prevailing tax laws, as they 
apply to codperatives, are not fair to private business 
—large or small—or to other taxpayers generally. 


By GARNER M. LESTER* 


ROM the long-range viewpoint, 
the most shocking result of busi- 


ness tax exemption is the con- 
stantly accelerating shift of the na- 
tion’s wealth out of the hands of the 
taxpayers and into the possession of 
the tax avoiders. Already nearly one- 
third of the total assets of the USA 
—some $157 billion out of $542 bil- 
lion—is owned by educational, chari- 
table, and religious institutions, codp- 
eratives, government corporations and 
agencies, and other organizations that 
do business without paying full income 
tax on their earnings. 

And despite the worry of Congress 
and the disapproval of the Treasury, 
every year sees more business done 
without payment of income taxes. For 
instance: One of the biggest chain 
store companies recently announced its 
plan to build 1,000 new $200,000 su- 
permarkets and sell them all to col- 
leges and other tax-free institutions 
under the presently popular sale and 


*For personal note, see “Pages with the 
Editors.” 
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lease-back scheme; no income tax will 
be paid on rental receipts. Government 
social security and private pension 
funds are absorbing billions of govern- 
ment bonds and other blue-chip securi- 
ties, on which they collect hundreds 
of millions in interest without paying 
income tax. Codperatives are continu- 
ing their unprecedented expansion in 
practically all lines of business on tax- 
free funds. Puerto Rico has lured 
some sixty former tax-paying Ameri- 
can industries to the island by offering 
complete tax immunity. The tax-free 
electric companies, like TVA and the 
REA’s, are shortly to be joined by a 
tax-free telephone system. 


A@ though Congress is fully aware 
that the closing of loopholes in 
the tax statutes would produce at least 
one billion dollars of new revenue, it 
hesitates to act in this election year be- 
cause it fears political reprisals by 
powerful minority groups. 

A good deal of hocus-pocus and 
double talk is involved in the mainte- 


JUNE 22, 1950 





PUBLIC UTILITIES FORTNIGHTLY 


nance of the tax-exemption privilege 
for certain forms of competitive busi- 
ness. 

Educational institutions commonly 
operate their commercial ventures 
through alumni-owned subsidiaries. 
Churches and charities are generally 
well insulated from active participa- 
tion in the money-making marts 
of trade. Government’s invasion of 
business is speciously “explained” 
as a yardstick, or as protection of the 
farmer or the little businessman. And 
the codperatives have invented a whole 
new language of pseudo economics to 
differentiate their claimed nonprofit 
goodness from the profit-minded mo- 
tives of their tax-paying competitors. 

The “true light’”’* which the co-ops 
so often claim to seek is acceptable to 
them only if it comes from thoroughly 
biased sources. Any other explanation 
is attacked as an effort to put the co- 
ops out of business, and taxpayers— 
especially the utility companies—that 
speak up for tax equality are immedi- 
ately subjected to abuse, criticism, and 
even threats of reprisal. 

Fortunately, the tax-paying business 
community is still well equipped with 
courage. The fight will go on until it 
is fully won. 


ee, too, for the cause of 
tax equality, the beneficiaries of 
tax exemption do not wholly agree 
among themselves. For instance, Con- 
gressman Wright Patman of Texas, 
always a staunch defender of codp- 
erative tax freedom, has openly ex- 
pressed his belief that colleges and 
foundations that go into business 


1“Wanted: True Light on Co-op Tax Ex- 
emption,” by Karl D. Butler, Pustic Urm- 
TIES ForTNIGHTLY, February 2, 1950. 
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should be required to pay income tax. 
Royal Little, who was criticized by a 
Senate committee for allegedly setting 
up tax-free charitable trusts to finance 
the expansion of his Textron Compa- 
ny, told the House Ways and Means 
Committee, in recent hearings, that 
while there was nothing improper in 
his operations, he believed firmly that 
the codperatives’ tax exemption should 
be ended forthwith. And several col- 
lege representatives agreed that col- 
lege-owned macaroni factories should 
be taxed (they had none themselves), 
but declared positively that their own 
indulgence in the tax-dodging sale and 
lease-back gimmick was OK and 
should be left alone —though the 
Treasury finds one method of tax 
avoidance quite as bad as the other. 

It is becoming increasingly evident, 
however, that tax dodging at the level 
of competitive commercial activity is 
inexcusable economically; indefensi- 
ble under the law, and an unwarranted 
and unjustifiable impairment of gov- 
ernment revenue. Yet it all began in- 
nocently enough, and a glib theorist 
can still make out a pretty fair-sound- 
ing case. It is only when theory is put 
to the test in the crucible of practice 
that the system is shown up for what 
it really is. 

For instance, the codperation of 
theory and the codperation of present- 
day, practical business performance 
are two entirely different things, 
though both the tax statutes and the 
Internal Revenue Bureau blindly ig- 
nore that fact. 


S &-- law the Congress passed in 
1916, about the middle of World 
War I, stated that “farmers’, fruit 
growers’, and like associations, organ- 
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d and operated on a codperative 
wsis and acting as a selling agent for 
members” should be exempt from pay- 
ent of income tax on their earnings. 
he co-ops that came under the pro- 
sions of that law were, for the most 
art, little local groups of farmers who 


livestock or oranges together so that 
hey would get a little better price than 
ach farmer could get alone. 

But that isn’t codperation today. 
(odperation today is Big Business. 
besides marketing farm products, co- 
ps now sell cigarettes and vitamin 
jills and toothbrushes ; they manufac- 
wre tractors and lipstick and corn 
fakes; they drill oil wells, refine pe- 
roleum products, and ship gasoline 
all over the world ; they operate banks, 
insurance companies, and newspapers ; 
hospitals, radio stations, and tourist 
amps; hardware stores, coal mines, 
and funeral parlors. 

There are today plenty of codpera- 
live organizations with annual sales 
that run to the hundreds of millions of 
dollars; mumerous wholesale co-ops 
whose untaxed profits rival those of 
the Stock Exchange blue-chip list ; and 
manufacturing co-ops whose plans 
bok forward to the liquidation of 
profit-making taxpayers and the sub- 


stitution of their own so-called “non- 
profit” operations. 

Even in the category of those that 
might without too great a stretch of 
the imagination still be called “farm- 
ers’, fruit growers’, and like associa- 
tions,” there are businesses doing two 
to five millions a year, and accumu- 
lating untaxed earnings into enormous 
capital structures. That’s not small 
business, and it’s not business that 
doesn’t hurt the tax-paying competitor 
down the street. 

Very largely, the tremendous 
growth of the codperatives has re- 
sulted directly from their income tax 
exemption—and the bigger the tax 
that competition has paid, the faster 
has been the expansion of the tax-free 
co-ops. That’s a self-evident fact that 
even the co-ops cannot deny. 


HEN Jerry Voorhis, secretary of 
the Codperative League, was 
testifying at the recent Ways and 
Means Committee hearings in Wash- 
ington, he declared dramatically that 
nobody had paid much attention to the 
co-ops until they “became effective 
competition.” 
Whereupon Congressman Noah M. 
Mason, of Illinois, author of HR 5064 
which proposes to tax the business 


ze 


of business tax exemption is the constantly accelerating 


q “From the long-range viewpoint, the most shocking result 


shift of the nation’s wealth out of the hands of the tax- 
payers and into the possession of the tax avoiders. Already 
nearly one-third of the total assets of the USA—some 
$157 billion out of $542 billion—is owned by educational, 
charitable, and religious institutions, codperatives, govern- 
ment corporations and agencies, and other organizations 
that do business without paying full income tax on their 


earnings.” 
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earnings of all tax-exempt organiza- 
tions and corporations, commented: 
“Yes, and they became effective com- 
petition when other businesses were 
paying up to 90 per cent of their earn- 
ings and the co-ops were paying noth- 
ing at all.” 

They are still growing, for the dif- 
ferential is still 38 per cent. 

In 1946, codperatives of all kinds 
did about $13 billion in business vol- 
ume. In 1947, they did about $15 bil- 
lion. Last year, according to careful 
estimates, they did nearly $17 billion. 
In less than another five years, at their 
present rate of growth, they will be 
doing at least $25 billion, and the 
monopolies they already have estab- 
lished in the marketing of citrus fruits, 
walnuts, cranberries, milk, and avo- 
cados will probably have extended to 
cover the whole field of agricultural 
products. 

Codperatives’ monopoly, it should 
be noted in passing, is protected and 
encouraged by the Capper-Volstead 
Act of 1922. And that is another item 
in the statutes that should, of course, 
be corrected. 

The co-ops say, “But we don’t do 
business like other concerns. We 
don’t make profits—we just make sav- 
ings, which we give back to our mem- 
bers as patronage dividends.” 

They also say “We are merely the 
agents of our members. Actually we 
are like partnerships, even though we 
have organized as corporations. And 
anyway, taxation would ruin codpera- 
tives.” 


| enh quickly take a look at some of 
these theoretical claims, for they 
form the basis of the co-ops’ refusal 
to pay taxes. 
JUNE 22, 1950 
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First off, few codperatives toda 
choose to function as mere agents fo 
members. Under a true agency rela 
tionship, the principal automaticall 
becomes legally responsible for all pur 
chases, contracts, commitments, bor 
rowings, and losses incurred by the 
agent. The agent trades for the ac 
count and risk of his principal; is at 
all times subject to the control of hig 
principal ; does not take title to goods 
cannot act independently without be 
coming taxable as a principal. 


¢ are incorporated 
thereby limiting the liability o 
their members. They are distinct and 
independent business entities. The 
buy and sell for their own account § 
commingle transactions; take title inj 
their own name; buy from and sell tq 
their members as well as nonmembers 

make purchases, sales, and other deci 

sions without consulting members; dc 

not account to each member for the 

profit and loss incurred in carrying ou 

his particular business; are not reim# 
bursed by their members for losses 

incurred; and act in the same manne 

as other corporations. 

None of the relationships whic 
characterize an agency exist betwee 
a cooperative and its members. 

The partnership claim is equally un# 
tenable. Nearly all codperatives aré 
incorporated and their members enjo 
limited liability. It is only at the poin 
of taxation that they want to be con 
sidered as partnerships, and even ther¢ 
they are not taxed like partnershipsy 
The individual members of a partner 
ship are taxed on its entire incomej 
whether or not it is distributed. Th 
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Slim Chance of New Tax Bill 


“... the writing of this year’s tax bill is proceeding at something 

slower than snail’s pace, with the result that there may be no more 

than a ‘quickie’ bill before adjournment, if that. In which case, taxation 

of the tax-exempts will come next year. It will come—no doubt about 
that now. The figures can no longer be ignored.” 





| gs that are not allocated or distrib- 
ted to patrons. It is the practice of 


owever, to distribute earnings as 
@atronage dividends—in some form 
other than cash—to avoid payment of 
income taxes and to build up reserves. 


As for the cry that taxation would 
ruin them, the fact is that a well- 
run codperative is just as able to pay 
its share of the taxes to run the nation 
ks is any competing business. Ability 
to pay taxes is measured by financial 
ancome. That codperatives have abil- 
ity to pay income taxes is shown by 
e following income figures taken 
tom cooperative financial statements : 
qouthern States Codperative, 1949, 
$1,865,000; Farmers Union Grain 
erminal Association, 1949, $2,291,- 
900; Indiana Farm Bureau Codpera- 
ive Association, 1948, $3,345,000. 
The crux of the whole matter, how- 
er, lies in the definition of patron- 
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age dividends. Codperative theory 
says that a patronage dividend is the 
final payment to a farmer for agri- 
cultural products sold through a mar- 
keting codperative, or the refund or 
rebate of an overpayment made for 
goods bought through a purchasing or 
consumer cooperative. 

But a careful and intensive study of 
the actual operation and practice of 
codperative corporations reveals that 
a patronage dividend is a share of 
over-all profits and is taxable as profit. 

Codperative theory declares that the 
profits or savings or net margins or 
overdeposits resulting from codpera- 
tive business cannot belong to the as- 
sociation, since all earnings have been 
preassigned by contract to the mem- 
bers and patrons. 

Economic law and various court de- 
cisions establish the principle that 
earnings or profits belong first to the 
person (corporation or individual) 
who makes the profits and that no con- 
tract can alter the tax liability that at- 
taches to first ownership. 
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Codperative theory asserts that no 
income tax liability attaches to patron- 
age dividends in the hands of the asso- 
ciation and that only patron-member 
recipients are liable to taxation. 

Businessmen reply that income tax 
liability is created when the profits are 
made and not when they are distrib- 
uted, and that so long as Federal law 
imposes double tax on corporate earn- 
ings, codperative corporations and 
their patrons should be taxed twice like 
corporations and their stockholders. 


S runs the argument. Partly, it 
might be settled by the Treasury’s 
acknowledgement that it has been far 
too liberal over the past thirty years 
and by the promulgation of various 
changes in rules and regulations which 
now make it possible for a so-called 
“nonexempt” codperative to escape 
taxation almost as fully as one that 
complies fully with the restrictions of 
§ 101 (12), Internal Revenue Code. 

That may be done. Obviously, the 
Bureau of Internal Revenue is not 
happy in the existing situation. It has 
brought suit, for instance, against the 
New York University-owned Mueller 
Macaroni Company, contending that 
the corporation still owes income tax 
despite its present tax-exempt owner- 
ship. Further, the bureau is making a 
definite effort to collect income tax 
from farmers who receive patronage 
dividends, whether paid in cash, in 
merchandise, in stock, in scrip, in book 
allocations, or however. 

But even after the Treasury has re- 
formed, it will still be necessary for 
Congress to complete the clean-up job 
by certain legislation, just as congres- 
sional action will probably be required 


to put a halt to bureaucratic competi 
tion and persecution of the privat 
electric companies. 

When will Congress act? There’ 
still a chance that it may be this yea 
Excise tax reduction — a popul: 
move, with elections coming next fa 
—will cost from half a billion to ; 
billion dollars in revenue. The Presi 
dent has indicated that he will not ap 
prove the cut, however, unless replace Ts 
ment income is included in the tag 2 ti 
bill. Easiest and best place to get req With 
placement of a billion dollars is by taxq fo o, 
ation of the business earnings o ‘Aire 
tax-exempt organizations and corpog ate Int 
rations—colleges, government-owneg tions : 


businesses, codperatives, and the like re 
minist 


i REA 
B™ unfortunately, the writing of utility 


this year’s tax bill is proceeding uneasi 

at something slower than snail’s pace§ Wicka 

with the result that there may be nq _ Util 
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more than a “quickie” bill before ad- politar 
journment, if that. In which case, tax4 tric & 

ation of the tax-exempts will comd practic 

next year. loan & 
It will come—no doubt about thai Ste. 

-_ § Power 

now. The figures can no longer be ig] |) 

nored. I urge that every reader writd gion ji: 

them down and remember them: grated 

One-third of the nation’s totalj Public 
wealth—$157 billion out of $542 bil4 Per: 

. : Pitc 
lion—is now owned by tax-exempif y,.. 
organizations, institutions, and Corpo} ness >” 
rations. stir in 

These tax-exempts are now doing] vertise 
at least $75 billion of business a year} Patche 

They have profits of more than $3.5 
billion, on which no income tax is now 


person 
offset 
being paid. 
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Tax them, and the Treasury will A” 
gain more than $1 billion a year in 2) ‘ 
new revenue. itself 
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Washington and the 


Utilities 


REA Jitters 


HE Rural Electrification Administra- 

tion is reported not to be satisfied 
with congressional and public reaction to 
some of its more ambitious plans for 
“super codperatives.” 

Already under some fire from the Sen- 
ate Interior and Agriculture Appropria- 
tions subcommittees for “super co-op” 
deals with the Southwestern Power Ad- 
ministration in Missouri and Oklahoma, 
REA recently felt the sting of private 
utility criticism that caused considerable 
uneasiness to Administrator Claude R. 
Wickard and his principal aides. 

Utilizing full-page advertisements in 
The Washington Post and other metro- 
politan dailies, the South Carolina Elec- 
tric & Gas Company has criticized REA 
practices in connection with a $9,000,000 
loan to a “super co-op” in the Palmetto 
state. With the loan, the Central Electric 
Power Codperative proposes to build 
about 800 miles of duplicating transmis- 
sion lines which would eventually be inte- 
grated with the grid of the South Carolina 
Public Service Authority—Santee-Coo- 


T. 

Pitched to the theme “Did You Tell 
Your Congressman to Kill My Busi- 
ness?” the advertisements caused some 
stir in REA circles. Shortly after the ad- 
vertisements appeared, the REA dis- 
patched “shock troop” informational 
personnel to the “area” in an effort to 
offset any unfavorable repercussions in 
REA co-op membership ranks. 


te —- Wickard, responding 
to arguments of his aides that 
SCE&G had made a direct attack on REA 
itseli—as distinguished from company 
attacks on individual REA co-op borrow- 
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ne 


iam 


ers—issued a 4-page statement defending 
the South Carolina loan. 

Wickard called the power company’s 
advertisement an attempt “by means of 
misleading statements and implications, 
to prejudice the public against the con- 
duct of the REA loan program.” 

In reply to a new rate offer by SCE&G, 
Wickard declared that “REA has no legal 
right to withhold funds now . . . unless 
these new rate proposals are approved 
and submitted” to REA by the codpera- 
tive. He also declared there will be no 
duplication of existing lines, but con- 
ceded that “about one-fourth of the co-op 
lines will parallel the commercial utility 
facilities.” 

The South Carolina utility countered 
with a detailed answer to Wickard, posing 
a series of questions that seemed, offhand, 
rather difficult to answer. This counter- 
blast was well publicized in South Caro- 
lina papers. The state legislature prompt- 
ly passed a resolution and appropriated 
funds for a thorough investigation of the 
entire electric utility industry of the state, 
including rural codperatives, the state’s 
own $65,000,000 Santee-Cooper, and 
their relations with REA. 

South Carolina’s labor unions have 
now joined SCE&G in a self-styled “fight 
for life” against competition from REA 
and the Santee-Cooper state-owned hy- 
droelectric project. Twenty AFL, CIO, 
and independent unions in Columbia 
joined in a so-called “snarling defiance 
of public power’s proposed waste of the 
taxpayers’ money.” 

Former Secretary of State James F. 
Byrnes, now campaigning for the Pal- 
metto state gubernatorial nomination, 
promptly entered on the side of SCE&G, 
centering his fire on the socialistic nature 
of REA’s policies. He sharply criticized 
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the Federal government for preémpting 
tax sources from the states and for Fed- 
eral plans to nationalize private industry. 

Although the South Carolina delega- 
tion in the national Congress had not en- 
tered the melee up to early June, there 
was reason to believe the SCE&G-REA 
dispute will bring congressional repercus- 
sions which may serve to eventually mod- 
ify or clarify REA’s “super co-op” loan 
practices. 


¥ 


To Keep Gas Regulatory 
Issue Alive 


oe he will make no effort dur- 
ing this Congress to revive his 
vetoed amendment to the Natural Gas 
Act, exempting gas production from 
Federal Power Commission control, Sen- 
ator Robert S. Kerr (Democrat, Okla- 
homa) plans to keep the issue before his 
colleagues and the public through re- 
marks on the floor of the Senate, in the 
press, over radio networks, and public 
addresses. 

One of his recent Senate statements on 
the vetoed measure brought out an angle 
hitherto not generally known—the pro- 
duction area farmers’ stake in gas and 
oil leases and royalties. After briefly re- 
citing his boyhood experience when Bill 
Skelly paid his father $500 for an oil and 
gas lease, Senator Kerr pointed out that 
farmers of Oklahoma and the other gas- 
producing states may expect to see in- 
come from gas and oil leases reach the 
vanishing point as explorers and pro- 
ducers shy away from the prospects of 
an FPC “price tag” at the head of every 
gas and oil well. 

“This,” the Oklahoman continued, 
“could mean for thousands of farmers of 
the gas states reduced revenue rather 
than real comfort, possible bankruptcy 
instead of solvency ; but it would not take 
one thin dime off the gas bill of the east- 
ern consumer. On the contrary, as ex- 
ploration ground to a halt, and known 
gas reserves dwindled, the eastern gas 
user would find—not one dime—but 
many dimes added to his monthly fuel 
bill. Take the threat of an FPC price tag 
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out of the production picture and the 
southwestern farmer will prosper, while 
his eastern city cousins will continue to 
enjoy the benefits of a free, competitive 
gas industry.” 


> 


Union Raps Public Ownership 
Trend 


HE executive council of the (AFL) 

International Brotherhood of Elec- 
trical Workers has declared the scope of 
the Federal power program to be ex- 
tended to a point that “threatens peril to 
legitimate free enterprise.” 

Meeting recently in Washington to en- 
dorse views and statements of Interna- 
tional President Daniel W. Tracy on the 
whole subject of Federal power policies, 
the council, in a special policy statement, 
declared the government power program 
now “embraces the generation of elec- 
tricity by power other than that procured 
through irrigation and flood control 
(steam as an instance) ; the distribution 
of electric power and the sale of electric 
power in direct competition with privately 
owned electric utility companies.” 

Sharply critical of Rural Electrification 
Administration’s financing of codpera- 
tives, the council said REA has proceeded 
to the extent of using public moneys sup- 
plied by the taxpayers for the building of 
transmission lines parallel to existing pri- 
vately owned distribution systems. 

“The progress of this procedure is such 
as to clearly indicate complete duplication 
of transmission facilities in competition 
that can only lead to extermination of 
private utility companies,” the council 
said, adding that such complete extermi- 
nation has been accomplished in Tennes- 
see and is rapidly approaching comple- 
tion in the state of South Carolina. 

In pursuing this policy, REA has low- 
ered the quality of work standards and 
ignored the rights of electrical workers 
to bargain collectively, the council em- 
phasized. 

Noting that it made no protest in be- 
half of private companies or their man- 
agement, the council asserted that it 
raised its voice at this time in the interest 
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f organized labor in the electric light and 

ower industry. Transformation of the 

fovernment program from the proper 

burposes of providing power as a by- 

product of the initial (flood-control, navi- 

ation, irrigation) program was described 
“subtle.” 


A FTER noting that labor invariably loses 
its collective bargaining rights un- 
jer public ownership, and that labor does 
not choose to have its welfare determined 
by the administrative order of govern- 
ment officials, no matter how well inten- 
fioned they may purport to be, the council 
psserted : 


Under Fascism, Nazism, and Com- 
munism the people work for the state. 
Under the policies inaugurated by the 
Rural Electrification Administration 
those employed on electrical properties 
work for the government under the 
guise of cooperatives. It is a distinction 
without a difference. 


a 
NAEC Reply to WRPC 


HE electric power industry continues 

to seek a basis for understanding 
with the Federal government. This note 
predominates in the recent statement re- 
leased to the general public by the Na- 
tional Association of Electric Companies 
in response to an invitation extended last 
March by the President’s Water Re- 
sources Policy Commission. 

In a 20-page reply, handed to WRPC 
Chairman Morris Llewellyn Cooke, the 
NAEC codified the comprehensive views 
of 100 member operating companies. The 
teply ignores the inference contained in 
the recent “nonpolitical” speeches of 
President Truman in the Pacific North- 
west—to the effect that private companies 
will be permitted to play no major part 
in the distribution of public power. 








The NAEC repeated the industry’s 
support of flood-control, reclamation, 
navigation, and conservation projects, 
which are economically sound and feasi- 
ble. However, suggested conditions rec- 
ommended for assuring such an econom- 
ically sound and feasible program embody 
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the industry’s demand for equitable treat- 
ment by the Federal government without 
compromise. 

Many aspects of the government’s pro- 
gram came in for sharp criticism, but in 
the form of recommendations. Criticism 
was leveled at administrative “interpreta- 
tions” of statutes; operation of the so- 
called “preference clauses” which favor 
one group of citizens over other groups 
in the sale of public power to municipal- 
ities, co6peratives, etc. ; wasteful duplica- 
tion of facilities and transmission lines; 
lack of sound accounting methods at 
Federal projects; and tax avoidance by 
customers of publicly owned facilities that 
are in reality supported by customers of 
privately owned, tax-paying companies. 


¥ 
Eventual Co-op Taxation 


LTHOUGH prospects for a new and 
lower tax bill seem to fade as the 
House Ways and Means Committee finds 
itself in an almost hopeless snarl, trying 
to write a tax measure to please the great- 
est number of people, the weary group 
has taken a small step “in the right direc- 
tion,” according to co-op critics. 

In a modest beginning that could lead to 
taxing the now exempt earnings of codp- 
eratives, the committee has gone on 
record in favor of imposing some restric- 
tions on the politically popular tax-free 
enterprises. With little dissension, the 
committee voted to impose a withholding 
tax of 10 per cent on dividends paid by 
the codperatives to their stockholders. 

“This,” one committeeman explained, 
“will serve to get codperative earnings 
‘on the books’ and furnish future com- 
mittees a more accurate picture of this 
type of business.” The committee esti- 
mates that the withholding provisions will 
bring in about $20,000,000 from taxpay- 
ers who failed to report income received 
from the co-ops. Representative Noah 
M. Mason (Republican, Illinois), leading 
advocate of taxing the co-ops, believes 
that the withholding tax may be the first 
real sign of progress in that direction. 
REA co-ops would be exempt from the 
withholding tax provision. 
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Historical Cost of New Money 
For the Electric Utilities 


TTENTION of this department has been 
called to the fact that the average 
yield figures contained in the several 
tables which appear regularly in this de- 
partment have been used in at least one 
instance in a rate proceeding as reflect- 
ing the cost of total common stock equity 
capital for rate-making purposes. While 
we do not have at hand the record of 
testimony or the exhibits filed in this 
case (which is still pending), it may be 
worth while to clarify the “cost of capi- 
tal” concept as related to the yield figures 
based on current market prices. 

Average yields for various types of 
utility stocks are shown each month in 
the tables at the end of this department. 
(The electric utilities, arranged in vari- 
ous size groups, are shown in this issue on 
page 856; gas, telephone, transit, and 
water stocks appeared in the previous 
issue. ) 

Another table which appears about 
once a month in a box is entitled “Current 
Cost of Utility Financing,” with the sub- 
title “Yields on Various Types of Utility 
Securities.” The table shows yields on 
government bonds, on utility bonds of 
various ratings, and yields on utility 
preferred and common stocks. Obviously, 
these data are no more than what the 
subtitle implies; 4.e., current yields on 
current market prices. They are intended 
more as a guide to changes in financing 
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costs, over the past year or so, than as 
actual indices of the cost of new capital 


se use the raw data as shown in these 
tables as a final indication of actual 
costs to a given utility is of course com 
pletely unrealistic. There are four con 
siderations to be noted: 

(1) Yields as shown in our tables are 
based on current retail market prices and 
thus disregard the commissions, dis 
counts, and selling costs borne by utili 
ties in selling securities. 

(2) They also ignore the factor of 
“market pressure” or the competition be- 
tween new issues and existing simila 
issues. Under normal market conditions, 
but more particularly in unfavorable 
markets, new securities must be offered 
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at price concessions to make the offering 
more attractive than securities already in 
the market. 


(3) In the case of common stocks the 
yield does not reflect the true cost of 
financing at all. The company must earn 
(from its over-all “fair return” on the 
rate base) some 40-45 per cent more than 
the yield cost (based on the present 
average dividend pay-out of 70 per cent). 
This serves as insurance to investors that 
the dividend will be maintained, and 
allows leeway for the normal risks of the 
business (regulatory as well as other). 
It permits the building up of earned sur- 
plus to provide for future contingencies, 
and to provide in part for construction 
programs. 

Instead of using the average yield basis 
it is therefore necessary to use the 
earnings-price ratio to obtain current cost 
of equity financing. This ratio is the 
reciprocal of the “price-earnings ratio” 
which is regularly included in the large 
stock tables in this department. For ex- 
ample, in our current issue on page 856, 
the average price-earnings ratio for all 
the electric utility stocks is shown as 
11.7, and the reciprocal ratio is 8.6 per 
cent, which represents the current aver- 
age cost of common stock financing before 
allowance for the adjustments mentioned 
above. (As indicated in the group 
figures, the cost for large electric com- 
panies is less, and for small companies 
more.) The table on retail gas company 
stocks (June 8th issue, page 789) showed 
an average price earnings of 12.1, which 
would mean an unadjusted cost basis of 
8.3 per cent. 

(4) Finally, in relating “cost of 
money” to the over-all fair rate of return 
it must not be overlooked that current 
costs may vary widely from the average 
costs which are imbedded in any com- 
pany’s financial structure. Fair rate of 
return cannot be changed every few 
weeks or months as the security markets 
fluctuate. It is necessary to consider aver- 
age conditions over a period of years and 
to assume that present conditions reflect 
only one fleeting phase of the “cost of 
financing” picture. 
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ECENT conditions both in the bon 
market and stock market are noy 
extremely favorable. Bonds (and in lesg 
degree preferred stock yields) are being 
held at abnormally low levels by the gov 
ernment’s cheap money policy, and there 
is no assurance that this will continue 
indefinitely. Utility common stocks ag 
measured by the Dow-Jones utility aver 
age are also selling at the highest levels 
in many years. The average cost of 
financing in past years was higher tha 
at present (see chart) and these pas 
costs must be taken into account along 
with the present favorable figures. 

While it is difficult to gauge accuratel 
the average cost of financing for electric 
utility companies without long and care 
ful research, an approximation may be 
made through the use of available datz 
as indicated in the accompanying chart 
The cost of bond financing in the table 
is based on Moody’s average annua 
yields on newly issued electric and g: 
bonds, as shown in the utility manu: 
(page a4 of the 1949 edition). These 
figures were arbitrarily increased by 
per cent throughout, to allow for average 
cost of financing. It must be remembered 
that during much of this period competi- 
tive bidding was not practiced, and com- 
missions were higher than today’s nar- 
row “spreads.” However, present lowe 
spreads are partially offset by the added 
cost of registration, legal fees, etc. Includ- 
ing years in which weak bond markets 
have prevailed, 2 per cent as a historical 
over-all cost figure (including the price 
differential for mew issues) seems 
reasonable. 

The spread on preferred stocks is 
naturally larger, particularly as these 
issues are not standard merchandise at 
all times, and market conditions vary 
widely. Including small and weak issues 
on which bankers must be adequately 
protected, an over-all cost of 5 per cent 
appears reasonable. 


A= costs with respect to commo 
stocks are harder to estimate. Fo 


many years during the 1930’s and earl 
1940’s there was practically no commo 
stock financing. It is therefore necessa 
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to use average earnings-price percentages 
as explained above, and then to adjust 
these for the following factors: 

(1) The differential between the 
average yield for high-grade stocks re- 
flected in the averages used as our his- 
torical source material, and the average 
yield for all utility stocks. At present this 
differential works out at about 6 per cent. 

(2) Banking commissions prior to the 
bull market which started a year ago were 
much larger than recently — perhaps 
averaging 5-10 per cent over the whole 

riod. 

(3) The price concession to stockhold- 
ers on subscription offerings must also 
be counted as a “cost of financing.” While 
there have been some cases of very small 
spreads during the recent bull market, 
some companies such as Southwestern 
Public Service, Pacific Gas and Electric, 
etc., have preferred to give stockholders 
a “break” by fixing the subscription price 
sufficiently below the prevailing market 
price as to make the rights of real value, 
even though the issue might be under- 
written. 

(4) Another factor which is especially 
important in common stock financing is 
the effect on the prevailing market price 
due to the pressure of the impending 
offering. Prior to the present bull market, 
it was quite customary for utility stock 
to break 5 per cent or more on the 
announcement of new equity financing. 
Since we are using earnings-price ratios 
based on regular market prices instead 
of for new issues only (as was done in 
figuring bond and preferred stock 
yields), it is necessary to take this factor 
into account. Summarizing, in our 
opinion it is fair to add 20 per cent to 
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the average market ratios to reflect the 
aggregate effect of the four factors named. 
We have therefore used the average 
earnings-price ratios for ten leading 
utility stocks during 1926-49 (as pre- 
pared by the Institutional Utility Serv- 
ice), with 20 per cent added to represent 
the net cost of common stock financing 
for electric utilities. 


HE over-all yield cost figures in the 

chart were derived by weighting the 
three basic series as follows: bonds 50 
per cent, preferred stocks 15 per cent, 
and common stocks 35 per cent. These 
figures reflect the typical utility capital 
structure for most of the period under 
review more closely than the SEC’s 
theoretical ratios of 50-25-25. The aver- 
age for the 24 yearly figures approxi- 
mates 6 per cent, which corresponds to 
the traditional “fair return” rate allowed 
by most states. 

> 


Interstate Power Company 
Financing 


r may be of interest to examine an 
instance of recent composite financ- 
ing. Interstate Power Company adopted 
the unusual policy of selling three new 
issues at once — $3,000,000 bonds, 
$5,000,000 preferred stock, and about 
$2,500,000 common stock, as shown in 
the table below. 

The company’s pro forma capital 
structure is now approximately 62 per 
cent debt, 11 per cent preferred stock, 
and 27 per cent common stock. Assuming 
that the entire capital structure were be- 
ing currently financed, and giving pro- 
portionate weight to the various classes 


Yield 
Offering Underwriting Net Cost of 
Price Costs* Amount Funds 
3% Mortgage Bonds ............ 102.50% 2.11% 100.39% 3.0% 
4.70 Preferred Stock ............ $51.50 $1.80 $49.70 47 
RE rer etre $ 9.25 $0.42 $ 8.83 10.8# 





* Including company expense for registration, etc. 
#Based on earnings-price ratio, using estimated pro forma share earnings of 95 cents for 


calendar year 1950. 
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of securities (regardless of the amounts 
being currently issued), the over-all cur- 
rent cost of money for this company 
would be as follows: 

62 X 3.0% 


1 xX 47% = 
"7 X 108% = 


1.86% 
52 

2.92 

5.30% 


This percentage should not, of course, be 
confused with the historical cost of 
financing for this company, nor should 
the company be considered as typical of 
the industry. The figures are presented 
merely to illustrate some of the statistical 
factors in the analysis of financing costs. 


aa 


Average 


March Earnings 


‘oo income figures for the electric 
utilities for the month of March 
made only a moderately good showing 
as compared with March, 1949. The 
number of customers increased 4.1 per 
cent, kilowatt-hour sales 7.3 per cent, 
and revenues 7.7 per cent. Fuel econo- 
mies were a less important factor than 
previously, expenditures showing a gain 
of 6.3 per cent over last year; in early 
1949 some utilities had the benefit of 
very cheap oil. Salaries and wages gained 
7 per cent, other expenses 4.2 per cent, 
depreciation 12.7 per cent, and taxes 9.2 
per cent; total deductions were up 7.4 
per cent. Gross income gained 8.7 per 
cent, and with income deductions show- 


ing an increase of only 6 per cent, net 
income improved 9.6 per cent. 

The larger gain in revenues in March 
served to balance (partially) the less fay- 
orable showing with respect to fuel, 
Industrial sales contributed to the gain 
in revenues with an increase of 4.1 per 
cent, as compared with declines in some 
other months recently. (October, for 
example, showed a dip of 7.2 per cent.) 

Dividends are reported only by quar- 
ters. For the first quarter of 1950 divi- 
dends on preferred stocks gained 8.8 per 
cent, reflecting, of course, the increased 
stock outstanding. Dividends on common 
stock were up 20 per cent, reflecting both 
the additional shares outstanding and the 
higher share payments for some com- 
panies. 


LECTRIC utility plant at the end of 
March was 10.7 per cent above the 
figure twelve months earlier, but the 
depreciation reserve gained only 7.3 per 
cent, so that the gain in net plant account 
was 11.7 per cent. 
For the first quarter of 1950 gross in- 
come gained 11 per cent and net income 
12.3 per cent. 


* 


Utility Stocks for Pension and 
Trust Funds 


ITH the change in the requirements 
for legal trust funds in New York 
state now imminent, permitting invest- 
ments up to 35 per cent of total funds 





—A 
—Baa 
Utility Preferred Stocks—High Grade ... 


Utility Common Stocks 





CURRENT COST OF UTILITY FINANCING 
Yields on Various Types of Utility Securities 


—Medium Grade . 


*Long Term. a—Moody Index. b—Standard & Poor’s Index. 


1949 Range 
High 
182% 1 
2.40 2 
2.77 2. 
2.84 2 
3.02 2 

3 
3. 
4 
5 


1950 Range 
High Low 
1.38% 
2.31 
2.62, 
2.70 
2.79 
3.18 
3.82 
4.18 
5.54 


1.32% 36% 
2.15 

2.55 
2.63 
2.75 
3.14 
3.71 
4.13 
5.27 


4.02 
4.57 
6.26 


80 
5 


3.45 : 


14 
56 
64 
77 
15 
19 

8 
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in listed common stocks (or unlisted Seasoned Issues: 
bank and insurance shares), banking 


houses are canvassing listed stocks to Cleveland Electric Illum. 


select candidates for pension and trust Commonwealth Edison 
fund purchases. Mr. Nubel of Goldman, Consol. Gas of Balt. 
Sachs & Co., for example, has suggested Houston Lt. & Pr. 

the following issues : Philadelphia Electric 


e 


LIST OF BROKERS’ UTILITY STORIES* 


No. of 

Company Pages Month 
American Natural Gas Mar. 
Central Pub. Utility 54s Mar. 
Commonwealth Edison Argus Research oc Mar. 
Electric Bond & Share Paine, Webber Apr. 
Idaho Power Paine, Webber May 
International Hydro-Electric Goldman, Sachs & Co. Mar. 
International Hydro-Electric Loeb, Rhoades & Co. Mar. 
Interstate Power Sutro Bros. & Co. .........sseeese May 
lowa Public Service Geyer & Co., Inc. .........0sseeees Jan. 
Kansas City Power & Light Paine, Webber Apr. 
CN Oe OS ks cn cn eeisnes nes Mar. 

L. F. Rothschild & Co. Mar. 

Kansas City Power & Light Goldman, Sachs & Co. Mar. 
Laclede Gas Kalb, Voorhis & Co. Apr. 
Laclede Gas Paine, Webber May 
Montana Power Kidder, Peabody & Co. ........... Mar. 
North American Company Goleman, Sacee & Co, « ..... 28005: Mar. 
Northern Indiana P. S. Geyer & Co., Inc May 
Public Service Elec. & Gas & Co. Mar. 
Public Service Elec, & Gas Mar. 
Standard Gas & Electric Merrill Lynch Mar. 
Standard Gas & Electric Apr. 
Standard Gas & Electric Josephthal & Co. .........0.ce0eee Apr. 
Toledo Edison oe ae eee May 
k,n eee ee L, F. Rothschild & Co May 
Toledo Edison I EE EE kccccdinss0cccsss May 
Toledo Edison Argus Research Corporation (May 
Washington Gas Light Apr. 
Wisconsin Power & Light Josephthal > enka Apr. 
Wisconsin Power & Light BE SUR ES. sis shcceciccienacs May 


bas 
PKRANAWUAWARARAHDHUNWRWREOAUH RQ S 


General Reviews, Etc. 

Iowa Utility Companies 8 Ee Pe re Apr. 
Utility Stock Analyzer Geyer & Co., Inc. Apr. 
Electric Operating Co. Stocks eT ae Mar. 
Electric Utilities in 

Regional Grouping Loeb, Rhoades & Co. 
Tabulation of Electric and 

Gas Stocks Peek BONG COED. o5nccdcccccesss 
Outlook for Electric Utilities & Co, 
Utility Stocks for Pension and 

Trust Funds Golimen, Sacks & Co. .....2.00050 
Scheduled Additions to Electric 

Generating Capacity Schoellkopf, Hutton 
Monthly Review Josephthal & Co. 
Monthly Bulletin ; Eastman, Dillon re con 


* Similar lists have appeared in the FortnicHtLy of March 30 and January 5, 1950; during 
1949, in the September Ist, May 26th, and March 17th issues; and during 1948 in the December 
16th, September 9th, June 3rd, and March 11th issues. 

** Latest month. 
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Less seasoned issues: 


Consumers Power 

Gulf States Utilities 

Illinois Power 

Ohio Edison 

Pub. Serv. Co. of Indiana 

Union Elec. of Mo. (North Amer.) 
Wisconsin Elec. Pr. 


Mr. Nubel points out that while utili 
stocks are again selling around the 1946 
peak levels they now reflect much bette 
values. Price-earnings ratios for high 
grade issues now average about 15 times, 
compared with 17-20 in 1946; and yield 
for the best seasoned issues range from 
about 4.40 per cent to 5.14 per cent, 
compared with 3.75 per cent to 4 per cent. 


DIVIDEND-PAYING ELECTRIC UTILITY STOCKS 


5/30/50 Indicated 
Dividend 


Revenues $50,000,000 or over 
American Gas & Elec. ..... 


Central & — ee « 


Cleveland Rie Tien 
Commonwealth Edison .... 
‘Consol, Edison of N.Y. .... 
Consol. Gas of Balt. ...... 
Consumers Power 
Detroit Edison 


General Pub. Util. 
Middle South Util. ........ 
New England EI. seem - - 
Niagara Mohawk Power . 

North American 
Northern States Power .... 


Pacific G. & E. 
Penn Power & Light 
Philadelphia myn 


So. Calif. Edison . 


bt mt oe et ND et et et DD nv 


SSSRSSS8ssssessVssesssssszszs 


NKR RDN ee 


Virginia Elec. Power 
West Penn Elec. 
Wisconsin Elec. Pr. 


NNNOUNUNNNNNNNNNNNOUNVNUnNNHNNHnNHWH 


oy 


Revenues $25-$50,000,000 


Carolina P. & L. 
Central Ill. P. S. 


Sssbs 


Florida P. & L. ........... 
Gulf States Util. 


gab AS mo DD ons ee NOG es NO 


RSSSSssyps 


Kansas City P. & L. ...... 
Long Island pe 


New England 2) ar 
New Orleans Pub. Ser. ... 


Est. 


COMNDMNNNNNOON 
no — 
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% of Rev] 

Share Earnings Price- _ Avail, 
Approx. Cur. Prev. % Inm- Earn. For Com. 
teld Period Period. crease Ratio Stock 











5.8% $4.17m $4.01 4% 125 — 
5.6 2.95m 2.78 6 169 11% 
6.0 145m 127 14 103 — 
5.5 282m 249 13 117 14 
5.2 312m 255 22 147 12 
5.0 204m 1.81 3 157 12 
48 247m 204 21 134 7 
5.2 175m 148 18 154 10 
5.7 2722 219 2% i129 13 
5.0 1902 154 23 126 10 
4.1 879m 659 33 111 15 
5.9 2.07m 161 29 82 — 
6.1 188m 170 11 96 — 
6.2 1.30d 928 32 100 — 
6.1 2.08m 167 2 ill — 
S7 1.40m —- — 560 — 
5.8 105m 82 28 114 15 
5.7 Sm 2 i 2 & 
59 219m 164 34 155 8 
5.9 2444 196 24 111 10 
4.3 2.0lm 170 18 139 13 
6.4 2.25d 2.13 S me «7 
5.6 3.19m 205 56 113 13 
6.2 12la 77 57 (10.7 — 
4.7 2.20a 174 26 123 — 
5.7 164m 105 56 128 12 
6.9 312m 333 D6 83 — 
6.0 189d 169 12 106 9 
5.6% 12.2 

6.1% $3.02a $245 23% 109 14% 
6.7 1.57m 1.47 , ts 
48 3.76a = 3.68 2 165 13 
6.1 261m 2.06 27 126 15 
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N.Y. Site BSG. ...0065 
Northern Ind. P. S, ...... 
Potomac Elec. Power 
Pub. Serv. of Colo. ...... 
Pub. Serv. of Ind. ....... 
Puget Sound P. & L. ..... 
Rochester G. & E. ........ 
Toledo Edison 
West Penn Power 
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Revewues $10-$25,000,000 


Atlantic City Elec. ......... 
Birmingham Elec. ......... 
California Elec. Pr. ....... 
Calif. Oregon Power 
Central Ariz, L, & P. ..... 
Central Hudson G. & E. ... 
Central Ill. E. & G. ...... 
Central Illinois Lt. ........ 
Central (Maine Power 
Columbus & S. Ohio El. .. 
Connecticut Power 
Detawere ©. GL. i....0- 
Florida Power Corp. ..... 
Hartford Elec. Light 
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Interstate Power 
Iowa Electric L. & P 
Iowa Pub. Serv. ......... 
Iowa-Illinois G. & E. ..... 
Iowa Power & Light 
Kansas Gas & Elec. ....... 
Kansas Power & Light .... 
Kentucky ee 
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Montana Power 
Mountain States Power ... 


Otter Tail Power 
Portland Gen. Elec. ....... 
i, 5's @ . Sar 
San Diego G. & E. ....... 
eee 
So. Carolina E. & G. ..... 
Southwestern Pub. Serv. .. 
Tampa Electric 
WE Bec cccuvenes 
Utah Power & Light 
Western Mass. C 
Wisconsin P, & L. ....... 
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Revenues $5-$10,000,000 


Central Vermont P. S. .... 
Community Pub. Ser. ..... 
El Paso Electric 
Empire Dist. Elec. ......... 
Gulf Public Service 
Iowa Southern Util. ...... 
Lawrence G. & E. ........ 
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FINANCIAL NEWS AND COMMENT 








% In- Earn. For Com. 
Stock 


——— Share Earnings Price- 
Com. Prev. 

Period Period crease Ratio 
2.16a 1.76 23 «6130 
1.99a 1.68 18 10.6 
1.15d .96 20 «13.0 
2.30m 2.08 ll 122 
2.49a 2.36 6 116 
180m 1.52 19 89 
2.28d 242 D6 149 

87j —_ — 12.1 
194m 2.11 D8 17.0 
12.4 

$1.57a $1.48 6% 13.4 

1.56a 2.38 34 9.0 

83m 61 36 «6108 
2.12a 2.06 6 118 
1.08a 110 D2 120 
70m 61 15 143 
2.6lm 2.14 22 8.8 
2.97m 2.94 | te 
1.54a 1.43 8 11.7 
2.23m 2.04 9 9.4 
2.30d 1.93 19 1.57 
169m 1.51 12 13.6 
165m 1.37 20 11.5 
2.86d 2.77 > te 
2.94m 2.50 18 12.6 
89m 89 — 101 
1.36d 1.22 11 103 
2.36a 1.88 26 9.7 
2.69m 2.54 6 104 
1.69d 1.55 10 = 13.0 
3.26a 2.32 41 101 
162m 1.50 8 105 
140m 1.37 a ie 
3.98a 2.98 #4 8.0 
2.65a 2.26 17 8.7 
3.66m — — 9.0 
3.46a 3.05 me re 
1.67m ~- — 126 
2.55a 1.65 55 10.6 
2.00a 1.69 18 13.5 
1.13m Re 88 12.4 
1.19a 1.08 10 126 
1.07m 84 27 8.4 
2.55m 2.33 9 13.3 
3.17m 2.17 46 10.7 
2.69d 2.53 6 164 
2.49a 2.47 1 108 
2.64d 2.30 15 129 
152m 1.02 = the 
11.7 

$ 88a $ 64 38% 12.5 
137m = 1.33 3 
3.32m 3.06 9 
2.33m 1.57 48 
1.39f 1.37 2 
1.96a 1.83 7 
292d 241 21 
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5/31/50 Indicated Share Earnings Price- 
(Continued) Price Dividend Approx. Cur. Prev. % Im Earn. For Com, 

About Rate teld Period Period crease Ratio Stock 
et. ae 85 5.00 5.02 D3 17:5 
Madison Gas & Elec. ...... 29 1.64 15 15.3 
Northwestern P. S. ....... 1.30 — 7.7 
Penn Water & Power . 480 D56 165 
Public Ser. of New Mexico : DS ‘ 
Rockland L. & P. ........ 
St. Joseph Light & Pr. . 
Southern Ind. G, & E. 
Tide Water Power 
Western Lt. & Tel. ...... 
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Arizona Edison 

Arkansas Missouri P. .... 
Bangor Hydro Elec. ..... 
Beverley G. & E. ......... 
Black Hills P. & L. ...... 
Calif, Pacific Util, ....... 
Central Louisiana El. ..... 
Central Ohio L. & P. ...... 
Citizens Utilities 

Colorado Central P. ..... 
Concord Electric 

Derby G. & E. 

Fall River Elec. Lt. ....... 
Fitchburg G. & E. ........ 
Frontier Power 

Haverhill Elec. ........... 
Lake Superior Dist. P. .... 
Lowell Elec. Lt. 

Maine Public Service 
Michigan Gas & Elec. ..... 
Michigan Public Ser. ...... 
Missouri Edison 

(Missouri Public Ser. ...... 
Missouri Utilities 

Newport Electric 

Sierra Pac. Power 
Southern Colo. Pr. ....... 
Southwestern El. Ser. ..... 
Tucson Gas, E.L. & P. ... 
Upper Peninsula Power ... 
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8.7 . 
C Gatineau Power 6.3 . 1.26 ’ Pr 
Quebec Power 5.3 ; 1.21 . twent 
C Shawinigan Power 7 1.58 i indus 
4. . 


C Winnipeg Electric 1.81 


triple 

d—December. j—January. {—February. m—March. a—April. B—Boston Exchange. C—Curb comp 
exchange. O—Over-counter or out-of-town exchange. S—New York Stock Exchange, E—Esti- watts 
mated. WD—When delivered. *All twelve months’ earnings comparisons have been adjusted an ac 
to reflect in both periods the present number of shares outstanding. If additional common shares twent 
are offered all earnings are adjusted to give effect to the offering. **While these stocks are listed tn 
on the Curb, Canadian prices are used. tDoes not fully reflect $4,000,000 gas rate increase effective ves 
November 28, 1949, or electric rate increase of $8,800,000 recently granted. Earnings on average autor 
shares outstanding, $2.63 ; price-earnings ratio on this basis 12.9, dustr 
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What Others Think 


EEI Speakers Show Fighting Spirit 


HREE thousand minutemen of the 
Tae utility industry left the scene 
of the recent eighteenth annual Edison 
Electric Institute convention in Atlantic 
City alerted to the tasks of rekindling the 
spirit of the American free enterprise 
system and saving the industry from 
nationalization. 

Several of the sixteen speakers stressed 
the “threat of Socialism” and called on 
the Federal government to adopt a new 
policy of encouraging electric light and 
power companies to participate in the de- 
velopment of some hydroelectric projects 
and the distribution of the power they 
produce. 

Elmer L. Lindseth, president of the 
institute and also president of the Cleve- 
land Electric Illuminating Company, 
keynoted the program with a report on 
the progress of the industry’s expansion 
program. The utility executive pointed 
out that during the first five postwar years 
the industry had carried forward success- 
fully the largest construction program 
ever undertaken by any industry in the 
United States. Since VJ-Day over 6,- 
000,000 new customers have been added 
to the industry’s lines and the $10 bil- 
lion construction program is about 75 
per cent complete. He announced that 
additional projects aggregating $2 bil- 
lion have been scheduled through the 
year 1953. 

Projecting the present expansion trend 
twenty years into the future, by 1970 the 
industry’s power plant capacity will have 
tripled to over 200,000,000 kilowatts 
compared with today’s 64,000,000 kilo- 
watts. Such an expansion will require 
an additional investment over the next 
twenty years equal to the total present in- 
vestment in the nation’s iron and steel, 
automotive, and petroleum and coal in- 
dustries. 
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i emphasized the size and com- 
plexity of such a job which lies ahead 
of the industry and questioned the steps 
now being taken to meet these demands. 
He questioned whether the industry at 
present is “research-minded” enough. He 
suggested the adoption of a coordinated 
industry-wide research program, now un- 
der consideration by the institute. 

One of the prime requisites for the suc- 
cess of a 20-year program of such great 
dimensions is adequately trained execu- 
tive man power. The EEI president noted 
that current surveys disclose a lack of 
junior executive man power. The aver- 
age of older top executives in the electric 
industry today is higher than it is in in- 
dustry generally. The problem faced of 
finding suitable successors for top execu- 
tives on retirement is the same today as 
three years ago. 

Does the electric power industry seem 
less attractive to college graduates ? Lind- 
seth cited the fact that not one out of a 
graduating class of 500 from the Harvard 
Business School had any desire or inten- 
tion of entering the electric utility busi- 
ness. All of this points to a big job ahead, 
for the industry, in recruiting, selecting, 
training, and developing competent ex- 
ecutive leadership for the future. He sug- 
gested that the financial incentives of the 
industry be reviewed since the top ex- 
ecutives’ salaries in the industry were 
much too low to be competitive with those 
paid by other business and industries. 

Lindseth then turned to the question 
of power shortage in the country as 
propagandized by Federal power officials. 
He noted that such a condition exists 
only in areas where the Federal govern- 
ment dominates the power situation. He 
pointed out that the seventh semiannual 
power survey of the institute shows that 
the annual average reserve generating ca- 
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pacity for the country as a whole will 
reach 15.6 per cent this year. This reserve 
will be provided a year earlier than had 
been estimated as possible when the in- 
dustry’s postwar construction program 
was initiated. He added: 


There is no national power shortage 
and, so long as the electric light and 
power companies can operate under 
freedom of enterprise, there will be no 
national power shortage. 


HE EEI spokesman reported that 

during the past year, as the institute 
president, he had talked with scores of 
leaders in the electric power field and with 
hundreds of leaders in other businesses 
and industries. From these conversations 
Lindseth is convinced that there is devel- 
oping in the country an increasing aware- 
ness of the menace of creeping and 
encroaching Socialism. He added: 


People everywhere are beginning to 
see the road ahead if the economic 
planners, the socialist-minded, and the 
Fabians of America gain their goals. 

We can feel encouraged by the fact 
that many of our fellow citizens are 
fighting socialistic legislation, onerous 
taxation, government extravagance 
and waste of the taxpayers’ money, and 
are calling for a Square Deal for pri- 
vate enterprise. 


The utility executive then referred to 
a proposed set of principles for water re- 
sources development in the legitimate in- 
terest of the public utility industry and 
the best interest of the public as a whole. 
This set of principles was recently for- 
warded to the President’s Water Re- 
sources Policy Commission in answer to 
an inquiry and, if adopted by the govern- 
ment, should clear the way for maximum 
codperation between government and free 
enterprise. He urged ratification of these 
principles by the convention which were 
subsequently adopted. He quoted the 
statement as follows: 


The Edison Electric Institute and 
its member companies stand for the 
sound economic conservation, develop- 
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ment, and utilization of the water re- 
sources of the nation in the public 
interest. 

They recognize that stream control 
aimed at flood prevention, water sup- 
ply, reclamation, and navigation may 
involve functions of the Federal gov- 
ernment and that often in connection 
therewith electric power development 
is economically feasible and should be 
made. 

The American free enterprise sys- 
tem has consistently and continuously 
demonstrated its ability to develop 
hydro and steam power to furnish an 
enviable per capita use of power. 

On the basis of its continuing record 
of achievement in supplying adequate 
power in peace and through two world 
wars, that enterprise system should be 
adhered to and fostered in connection 
with development of water resources. 


Cc should be the policy of the Federal 
government to codperate with pri- 
vate capital and to encourage the par- 
ticipation to the greatest possible extent 
in the power features of water re- 
sources projects. 

The contention that river basin de- 
velopment must be solely by the Fed- 
eral government, as contrasted with 
codperative development by Federal 
and non-Federal capital, should be re- 
éxamined. 

The adequacy and readiness of pri- 
vate capital to undertake sound large- 
scale developments are shown by the 
expansion programs of the electric 
power industry and many industrial 
concerns—programs which have kept 
pace with the growth of the national 
economy. 

There has been ample demonstration 
that the construction and operation of 
non-Federal projects in a given stream 
or river basin can be codrdinated ade- 
quately with Federal development in 
other parts thereof. 

To the extent that non-Federal capi- 
tal is employed in the development of 
natural resources, the burden on the 
taxpayers is reduced ; in fact, the em- 
ployment of private capital enlarges 
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Federal, state, and local tax revenues. 
A policy of genuine codperation be- 
tween Federal agencies and non-Fed- 
eral parties will speed the accomplish- 
ment of such developments. 

The institute’s statement also pro- 
poses that all projects for the develop- 
ment of water resources should be eco- 
nomically justifiable ; that there should 
be no subsidies for power developments 
and they should be truly self-liquidat- 
ing ; that Federal power should be sold 
without discrimination, and at market 
value; and that Federal power proj- 
ects should pay taxes or tax equiva- 
lents. 

The principles so stated are a vital 
contribution tc America’s economic 
and political philosophy. The imple- 
mentation of these principles by con- 
gressional action will benefit the peo- 
ple of this nation for generations to 
come. 


Lindseth concluded his address with 
a plea to all assembled to spread the 
word of these water resource principles 
throughout the country and to do the ut- 
most to have these principles written into 

















“PERSONALLY, I’LL TAKE AN ELEC- 
TRIFIED FARM ANY OLD DAY!” 
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Valley Forge for Prwate Enterprise? 


N an address entitled “Who Is Getting 
Hurt?” W. C. Mullendore, president 
of the Southern California Edison Com- 
pany, rallied his listeners to the fight to 
preserve the American way of life. The 
utility executive characterized the strug- 
gle as a losing one at this point but “we 
haven’t lost this fight for freedom yet.” 
He went on to say: 


In our retreat we have not yet passed 
the point of no return, but we are very 
near to it. Everything, all the hope of 
ourselves and of posterity for genera- 
tions to come, now depends upon arous- 
ing and awakening the American peo- 
ple to an awareness of this hour of 
destiny. To that task let us summon 
our associates in the ranks of industry, 
agriculture, trade, and commerce. 


Mullendore noted that nineteen years 
ago he had addressed the convention and 
warned the meeting of the then impend- 
ing threat of Socialism. He then observed 
the steady march of the Federal govern- 
ment toward a centrally regulated econ- 
omy during the past eighteen years and 
stated : 


... 1 do not charge that there was a 
plot or plan to convert our government 
from one which the people supported 
to one which forced the people to be- 
come dependent upon it for their guid- 
ance and welfare. All that I say is this: 
If there had been such a plot and if it 
had been very cleverly, gradually, and 
stealthily executed over the past eight- 
een years, a more masterful job could 
scarcely have been imagined. I would 
even go so far as to predict that fu- 
ture historians will all but “knock 
themselves out” in their amazement 
at the remarkable similarity between 
a planned and an unplanned road to 
Socialism. 


Pt proory recalled that the task 
assigned to the promoters of the 
new administration in 1932 was that of 
attributing all failure to the “economic 
royalists” by smearing the leaders of the 
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old order, and of creating the impression 
that nothing like the depression of that 
time had ever occurred before. Such 
destruction of faith in the old order 
progressed to a destruction of the people’s 
faith in themselves. 

The utility executive then pointed to 
the steady loss of liberty through Fed- 
eral government restrictions upon the 
citizens by laws and policies. Some of 
these were: (1) concentration of power 
in the executive branch of the govern- 
ment; (2) control of money and credit ; 
(3) repudiation of the government’s 
promises to pay in gold; (4) the use of 
the Federal income tax and other tax- 
ing powers for taking control of the peo- 
ple and redistributing them in the form 
of economic equality welfare plans; (5) 
large-scale farm programs; and (6) the 
encouragement of labor leadership re- 
sulting in special powers over union mem- 
bers and industry. 

Mullendore went on to discuss the 
government invasion of business. He 
noted that this was a field most familiar 
to the businessmen in the electric utility 
industry and intimated that the industry 
may have been concentrating its fight on 
this “front” too exclusively for many 
years. He dealt with the subject briefly as 
follows : 


Suffice it to say that every trick and 
device, every abuse of power, every 
misrepresentation and deceit known to 
a large body of experts in all these 
lines, have been used by representatives 
of government to advance the cause 
of their first love—the socialization of 
the power industry. And they have 
done quite well with their propaganda, 
financed with taxpayers’ earnings, in 
promoting TVA’s and REA’s, Bonne- 
villes and Grand Coulees—concealing 
their grab for the socialization of the 
power industry under the cloak of 
navigation, irrigation, flood control, 
and latterly the expansible functions of 
recreation and conservation of fish, 
game, and other wild life. 


HE utility president then turned to 
the question “What can we do about 
it?” He stated that up to now there has 
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been a noticeable “let-George-do-it” atti- 
tude on the part of the industry, with the 
excuse offered that a busy utility execu- 
tive has plenty to do in his own business. 
He stated that this narrowness of perspec- 
tive is one of the greatest weaknesses in 
the struggle. In adopting this attitude 
business leaders and managers have left 
the “defense posts of American freedom 
unmanned.” He then proposed a pro- 
gram of action: 


What, then, can we do? We can 
cease making peaceful concessions 
which violate our trusts. We can tell 
the truth about this phony prosperity 
—that is financed by unsound expan- 
sion of government debt and govern- 
ment guaranty of unsound private 
loans, by legal counterfeiting, and by 
the confiscation through inflation of 
the savings of thrifty people; that we 
are in the most dangerous and unsound 
boom in our history, and that the longer 
it continues, the more dangerous it 
becomes and the worse will be the in- 
evitable reaction to the excesses now 
occurring under the guidance of gov- 
ernment economists and the planning 
of government planners. 


He urged that the industry tell its 
story to stockholders, employees, friends, 
and associates, not just its special trou- 
bles but the common peril to everything 
American. He stressed the need for re- 
selling the American tradition to the 
people, pointing out that there is nothing 
to apologize for in the operation of an 
honest tax-paying business conducted 
without a handout from the public 
treasury. 


Customer Relations Begin at Home 

4 HE Customer, the Investor, and 

You,” was the subject of an ad- 
dress given by Charles E. Oakes, presi- 
dent, Pennsylvania Power & Light Com- 
pany. The Pennsylvania utility official 
observed the industry-wide trend toward 
“home-town” ownership of utility stocks. 
He traced the financial record of the in- 
dustry since the Holding Company Act 


and observed that many operating com- 
panies are having the experience of now 
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becoming acquainted with the problems 
of successfully selling their securities. He 
also stated that many companies have, 
as a result of close management-employee 
relations, successfully adopted stock pur- 
chase plans for employees. 

Oakes then went on to describe “home- 
town ownership” activities of his own 
company—those being the ones with 
which he was most familiar. Four years 
of such activities are producing the de- 
sired results. Oakes then enumerated 
some of the activities in detail: 

1, At the annual stockholders’ meeting 
a comprehensive résumé of the financial 
program of the company is given to the 
stockholders present. This is illustrated 
by numerous colored slides of past 
growth, plans for the future development, 
and facts about the ownership of the 
company. 

2. Regional stockholders’ meetings 
held at strategic points throughout the 
service areas follow the formal stock- 
holders’ meeting. The president and other 
officials are present to answer questions 
which may arise. Invitations are sent 
local stockholders, security dealers, bank- 
ers, and business and civic leaders of 
near-by communities. 

3. Coincident with and for sometime 
after these regional stockholders’ meet- 
ings, a series of illustrated talks are given 
by company officials before the various 
service clubs throughout the area. Com- 
pany business prospects, stock ownership 
in the company, and the effects of double 
taxation of dividends are some of the 
subjects discussed. 

4. A by-product of these meetings is 
a running stream of news and editorial 
spaces in the local papers for an extended 
period prior to equity security offerings. 

5. The stockholder’s pamphlet which 
accompanies quarterly dividend checks is 
used as a medium of information about 
current company affairs. 

6. The annual report of the stockhold- 
ers is considered a most important ad- 
junct to the program and is distributed 
to employees, bankers, security dealers, 
government and school officials, news- 
paper officials and editors, and a selected 


group of customers and prospective cus- 
tomers. On the annual report, Oakes 
remarked : 


The annual report really documents 
the company’s place in the economy of 
the area. As such the annual report af- 
fords a splendid opportunity to give 
a clear and convincing story of our 
contribution to the success of our free 
enterprise system. It is an “open door” 
through which we invite the stockhold- 
er, employee, and the public to enter 
and see for himself the results of our 
operations, our plans for the future, 
and the principles by which we conduct 
our business. 


iB me utility head then went on to de- 
scribe the company’s advertising 
program which emphasized the local own- 
ership theme. He pointed out that al- 
though the program was not unusual he 
considered it unique in this respect— 
when employees’ pictures were used in 
100 service area newspapers each paper 
had a different picture of an employee 
living in the circulation area of the paper. 
In this way more than 1,000 employees 
were pictured in the ad. 

He also commented on a stockholder 
type of advertisement showing pictures of 
stockholders and observed that his and 
other companies using this method of 
advertising have found an unusually co- 
Operative response from stockholders on 
the question of using pictures and quoted 
statements. 

Oakes called for a continuation of these 
information efforts and suggested that 
companies call on their stockholders for 
help on company, industry, and national 
matters. He stated that a large group of 
stockholders, owners of the company, 
could be a powerful force in the support 
of the principles of free enterprise. As a 
group they should prove a strong influ- 
ence towards the elimination of unfair 
competition in the field of private busi- 
ness. 

(Other addresses of speakers at the 
Edison Electric Institute convention will 
be reviewed in the next issue of the 
ForTNIGHTLY. ) 
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The March of 
Events 


In General 


EEI Holds Spirited Meeting 


N attendance of somewhat less than 
3,000 was registered at the recent 
eighteenth annual convention of the Edi- 
son Electric Institute at Atlantic City, 
New Jersey. The dominating tone of the 
meeting was noted at a preconvention 
press conference, called by retiring EEI 
President Elmer L. Lindseth on June 
4th with several electricity executives. 
At this meeting there was presented, and 
explained, a concise review of EEI 
“Principles for Sound Water Resources 
Development.” Fifteen policy points were 
covered and subsequently ratified by the 
EEI convention. The statement was 
composed as the EEI’s reply to the re- 
cent general invitation for qualified views 
on water resources development, issued 
by President Truman’s Water Resources 
Policy Commission, headed by Morris 
Llewellyn Cooke. 

Essentially, the latest statement con- 
firmed the position previously taken by 
the EEI favoring : (a) more participation 
of private industry in hydroelectric de- 
velopment; (b) the elimination of dis- 
crimination in the form of tax exemption, 
subsidies, and power supply preference 
for public agencies. 

Observers noted, however, that the 
new policy generally traversed three 
matters upon which government agencies 
have had their own differences. First, 
the EEI placed emphasis on “non- 
Federal” (as distinguished from purely 
private industry) participation in water 
resources development. The implication 
is that states, municipalities, and other 
local agencies should have great respon- 
sibilities, both in marketing and distribu- 
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tion of local power supply. A significant 
reference was made to the paramount 
licensing powers of the Federal govern- 
ment (FPC) as distinguished from direct 
Federal development. 

Secondly, electric power was segre- 
gated from other natural resources as 
never requiring any subsidy but, on the 
contrary, full “self-liquidation,” through 
sales at “market value,” the proceeds of 
which should be paid directly into the 
Federal Treasury. 

Thirdly, it was noted that the EEI 
statement astutely appealed to Agricul- 
ture and other conservation interests, 
with respect to superior uses for water, 
such as municipal supply, irrigation, soil 
conservation, etc., even at the expense 
of hydroelectric uses. 

First day. Opening the first general 
session on June 5th was the address of 
retiring EEI President Lindseth (re- 
viewed in this issue, page 859). A com- 
prehensive discussion of the outlook for 
the electric utility industry also was pre- 
pared for this session by Curtis E. Calder, 
chairman of the board, Electric Bond 
and Share Company, Ebasco Services 
Inc., but was read by C. N. Phillips, an 
official of that company, due to the sud- 
den illness of Mr. Calder. Also at this 
session was an address on developing 
tomorrow’s leadership by Ralph J. 
Cordiner, executive vice president, Gen- 
eral Electric Company. 

Second day. The second general ses- 
sion was held on the morning of June 
5th, opening with a general discussion on 
the moral and economic advantages of 
the enterprise system by Dr. James E. 
McCarthy, Dean, University of Notre 
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Dame College of Commerce. The address 
of President W. C. Mullendore of the 
Southern California Edison Company at 
this session is elsewhere reviewed in this 
issue. (See page 861.) 

W. E. Knox, president, Westinghouse 
Electric International Company, dis- 
cussed the cold war and foreign affairs 
as they affect the electric industry. 

The third general session, held in the 
afternoon of June 6th, began with an 
address on customer and investor rela- 
tions by President Charles E. Oakes of 
the Pennsylvania Power & Light Com- 
pany (reviewed on page 862). 

An interesting discussion of a new ex- 
periment in management-employee rela- 
tions was presented by W. E. Wood, 
executive vice president, Virginia Elec- 
tric & Power Company. Fred A. Comp- 
ton, vice president, Detroit Edison Com- 
pany, spoke about the effect of merchan- 
dising programs on the load curve. 

In general, the addresses indicated a 
determination, at the EEI meeting, to 
keep firing away at the grass-roots level. 
The fallacy of a national power shortage, 
the unfairness of the “public power 
preference clause,” the importance of 
fighting deception of untrue government 
propaganda with constant reiteration of 
true facts for the enlightenment of the 
taxpayers—all these and other plain talk 
suggestions were made by speakers. 

Louis V. Sutton, president, Carolina 
Power & Light Company, was elected 
the new EEI president, and Henry B. 
Bryans, president, Philadelphia Electric 
Company, was elected vice president for 
the coming year. New members of the 
board include Stuart Cooper of Wil- 
mington, and H. C. Thuerk of Dover, 
New Jersey. 


Congressman Raps Power Law 


EPRESENTATIVE Ben F. Jensen (Re- 
publican, Iowa) has sharply criti- 
cized the Federal power program as 
detrimental to Iowa and other states 
which “pay their own way” and are 
losing industries to the Pacific North- 
west because of its cheaper public power. 
The Iowa Congressman was replying 
to Senator Warren Magnuson and _ 
resentative Henry M. Jackson, both 
Washington Democrats, who recently 
criticized him for calling Washington 
a “Soviet state” because of its law per- 
mitting public utility districts to purchase 
or condemn private power conipanies. 
After declaring the lawmakers of 
Washington state should waste no time 
in getting the law to which he referred 
off the statute books, Representative 
Jensen declared: 


If such a power policy is permitted 
to spread to other sections of our na- 
tion, in due time our farms, our 
business, industries, and factories 
will surely be taken over by an all- 
powerful government under the same 
kind of condemnation procedures. 

The immediate winners are the 
former owners and promoters who are 
paid a big price for their properties 
and a fat commission to the promoters. 
The long-time winners are the Wall 
Street money barons who receive the 
interest. The long-time losers are the 
utility district members and _ the 
American taxpayers. 


Jensen noted that Iowa and other 
states are “not ducking” paying their 
taxes, part of which are used to build 
Federal power projects in Washington. 


California 


Transit Shows Profit 


FF” the first month in nearly a decade 
of ownership and operation, San 
Francisco’s municipal railway system 
has announced a profit. 

April income exceeded outgo by 
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$29,171 during the month of April, 
according to James H. Turner, manager, 
who attributed the favorable condition 
to the use of trolley coaches which made 
a profit of $97,514, while streetcars lost 
$48,108 for the city, cable cars $14,428, 
and busses $5,806. 
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District of Columbia 


Court Gives Transit Radio 
Green Light 


FEDERAL district court has ruled 
that radio entertainment, including 
commercials, on busses and streetcars in 
the District of Columbia violates no con- 
stitutional right of the transit firm’s 
patrons. Three suits brought by Transit 
Riders’ Association and two individuals 
to prevent radio on local transit vehicles 
claimed that “forced listening” in public 
vehicles was unconstitutional and a viola- 
tion of the right to privacy. 


In dismissing the suits the court said, 
“Basically there is no legal right of 
the petitioners that has been invaded, 
threatened, or violated.” 

In the meantime, transit radio pro- 
ponents were attacked on another sector, 
when the Congress of Industrial Organi- 
zations asked the Federal Communica- 
tions Commission to revoke the licenses 
of FM stations providing radio programs 
for the transit vehicles. The CIO 
claimed transit radio carries the dan- 
ger of “forced listening to political 
propaganda.” 


Indiana 


Picketing Becomes a Profession 


OMETHING new in employment has 
been turned up in Indianapolis — 
picketing struck establishments at the 
substantial wage of $100 per week. 
During a recent strike against a local 
store, one or two of the pickets bearing 
sandwich signs bragged to patrons break- 


ing through their lines that they earn 
$100 weekly for their pedestrianism. 

An Indianapolis area spokesman for 
the National Labor Relations Board dis- 
closed that some pickets do not even be- 
long to the union they are marching for. 
He conjectured on when these men might 
form their own pickets union. 


Massachusetts 


EUA Proposes Reorganization 


HE Eastern Utilities Associates, of 

Boston, has decided to continue its 
present holding company enterprise in 
a reorganized form, according to notice 
filed with the Securities and Exchange 
Commission recently. 

In April, the commission ordered the 
EUA to take the step decided upon or, 
as an alternative, to determine its exist- 
ence and distribute its assets under the 
Holding Company Act. 

Utilities Associates declared it is in 
position to acquire enough stock of the 
Fall River Electric Light Company, and 
the Montaup Electric Company, both of 
Fall River, so that no others outside the 
system will hold an interest in excess of 
10 per cent. It plans to reclassify its 
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common and convertible shares into a 
single class of shares and allocate the 
new shares among its security holders. 
It will also sever its relationship with gas 
properties of the Blackstone Valley Gas 
& Electric Company, of Pawtucket, 
Rhode Island. 

In complying with the order, EUA 
plans a new operating-holding company 
to be substituted for itself, for the 
Brockton Edison Company, of Brock- 
ton, and for Fall River, and Montaup. 

In addition to various intercompany 
transactions designed to effectuate the 
transfer of EUA’s assets to the new com- 
pany, the new company would sell to 
the public $22,000,000 of first mortgage 
and collatera] trust bonds and $8,500,000 
of preferred stock. 

On consummation of the plan, EUA 
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added, the capitalization of the new com- 
pany would consist of $22,000,000 of 
bonds, $1,770,000 of bank loans to be 


assumed from Montaup, $8,500,000 of 


preferred stock, and $19,381,000 of 
common stock, 


* 
Nebraska 


REA Offer of Low-cost 
Power Rejected 


‘Toe city of Broken Bow recently 
rejected the offer of Custer Public 
Power District, a Rural Electrification 
Administration affiliate, to supply power 
at a cheaper rate than would be available 
from other sources. The offer was be- 
lieved to be the first in this state by an 
REA organization to a city. 

Faced with a need for more power 
to meet expanding demands, the city is 
in search of both advice and offers. Con- 
sulting engineers and Utilities Superin- 
tendent L. E. Clark advised the city 
council that it would be cheaper for the 


city to expand its generating facilities 
than to buy outside power. 

The council, acting on this advice, 
voted to have engineers prepare plans 
for additional generating equipment to 
supply from 1,000 to 1,400 kilowatts of 
capacity. Clark and the engineers told 
the council that the city could add 1,200 
kilowatts output and convert some of its 
equipment to dual-fuel operation — on 
natural gas or fuel oil — for about 
$245,000. 

Clark also said the city would have 
a better chance of getting future Bureau 
of Reclamation power if it had its own 
facilities. 


New Jersey 


Western Union Indicted 
On Gaming Charges 


HE Cumberland county grand jury 

has handed down an indictment of 
the Western Union Telegraph Company 
for gambling charging that the company 
transmitted money-order horse race bets 
in New Jersey. Named with Western 
Union in five indictments were Charles 
H. Frake, manager of the company’s 


Bridgeton office, and J. W. Donaldson, 
alias Leo Link, of Teaneck, listed as a 
recipient of betting messages. 

A deputy state attorney general said 
$300,000 a year was bet through the 
Western Union office in Bridgeton, a 
community of 16,000 population. He 
added that the company collected an aver- 
age of $26,000 a year on message 
charges, and about $120,000 came back 
in return money orders to bettors. 


Wisconsin 


MGL Stand-by Request Rejected 


HE public service commission has 

denied a request of the Milwaukee 
Gas Light Company that it be permitted 
to pay $298,765 yearly to its subsidiary, 
the Milwaukee Solvay Coke Company, 
for stand-by emergency gas service. The 
commission said that $100,000 a year 
would be sufficient payment for the 
stand-by service, adding that some pre- 


cautions included by the applicant 
(MGL) would even provide stand-by 
service for the alternative stand-by plant. 
The costs submitted are little, if any, 
below those which would be incurred in 
regular continuous operation. 

“Under the circumstances,” it said “it 
would be manifestly unfair to burden the 
ratepayer with excessive fixed and oper- 
ating costs of stand-by equipment.” 
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Statewide Telephone Rate Increase Authorized 
By New York Commission 


HE New York commission author- 

ized the New York Telephone Com- 
pany to establish increased rates which 
would produce approximately $15,000,- 
000 less annual revenues than rates pro- 
posed by the company. The company’s 
proposals would have resulted in $63,- 
490,000 additional revenue and $37,650,- 
000 additional net income on the basis of 
the expected 1950 volume of business. 

Out of every dollar of increase appear- 
ing on the subscriber’s bill, said the com- 
mission, roughly 50 cents would go to the 
Federal government in the form of taxes. 
Out of every dollar of rate increase, not 
including excise taxes which the customer 
must pay, less than 60 cents comes to the 
company as additional income. The bal- 
ance goes in various forms of taxes, par- 
ticularly income taxes, payable to the 
Federal government. 

The rule in New York, as established 
by law, is that a utility is entitled to a 
reasonable return upon the property de- 
voted to public service. A reasonable re- 
turn is the amount of earnings reason- 
ably required to attract capital to the 
enterprise. The commission, after ex- 
amining evidence as to cost of capital, 
concluded that the company under the 
revised rates could obtain a return of 
between 54 and 6 per cent. 

A public utility, said the commission, 
is entitled to receive a return only on that 
portion of its working capital which is 
provided by the investors in the enter- 
prise. Some of the so-called working 
capital, in the case of a telephone com- 
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pany, is furnished by customers. Local 
exchange service is billed in advance and 
toll charges and excess messages in ar- 
rears. The company, likewise, retains 
certain funds, such as taxes, which it has 
collected from customers and which it 
will later pay to governmental agencies. 

By reason of changes in accounting 
procedure, there was an excess of book 
depreciation reserve over the so-called 
depreciation reserve requirement (some- 
times called actual depreciation), about 
$25,000,000 of which might be attributed 
to an advance provision built up under 
former accounting practices. The com- 
mission ruled that the accruals which 
built up this amount produced charges to 
operating expenses which should not now 
be duplicated. This would not be the or- 
dinary sort of amortization of a dis- 
crepancy between reserve and require- 
ment due to failure to properly estimate 
lives or salvage, said the commission. It 
is rather the absorption of a portion of 
the reserve which was specifically created 
to provide for the retirement of equip- 
ment not then in being. 

After an analysis of service pension 
expense, the commission disallowed for 
purposes of rate making $250,000 of the 
so-called freezing payments. Pension 
costs, said the commission, might be 
divided into three classes: (1) normal 
accruals, (2) amortization of unfunded 
amounts, and (3) the so-called freezing 

yments. The commission thought that 
at least until 1927 the company could not 
be charged with a failure to accrue addi- 
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tional amounts, but the serious question 
was whether when it first funded its plan 
in 1927 it should have provided then for 
some means of making up the difference 
between the amount of its actuarial re- 
serve and the amount of its funding. In 
fact, it did not do so until 1941. In 1937 
the Revenue Act was amended so that 
certain tax advantages were received by 
the company in funding any existing de- 
ficiency. The question was said to be 
whether the company should have started 


the so-called freezing payments at an 


earlier date. The commission was in- 
clined to believe that the freezing pay- 
ments should properly have started after 
the passage of the Revenue Act of 1937. 

The commission criticized the per- 
centage basis for payments to the Ameri- 
can Telephone and Telegraph Company 
for services but allowed the expense with 
the statement that the amount paid pres- 
ently did not appear to exceed the cost 
of beneficial services rendered. The com- 
mission also examined the reasonable- 
ness of Western Electric Company’s 
business conduct and profits, said that 
affiliates should provide service at cost, 
and concluded that upon the record be- 


& 


Reduction in Heating Value of Natural Gas Authorized 
Without Rate Modification 


6 try Michigan commission authorized 
a gas company to modify its service 
rules so as to reduce the heating value 
of natural gas from 1,000 stu to 950 Btu. 
Because of the character of present 
sources of supply it would be impossible 
to comply with present service rules 
specifying heating value content. The 
company would be unable to administer 
its therm rates correctly for large volume 
sales. Furthermore, among all other cus- 
tomers served on cubic foot rates, some 
would receive a higher heating value gas 
than others and yet pay the same rate as 
those having a lower heating value. 

To avoid these difficulties the com- 
pany proposed that it be permitted, when 
necessary, to reduce the heating value of 
gas. This would make available gas of 
practically the same heating value in all 
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fore the commission profits received from 
the New York Company over the long- 
term period of transactions with that 
company had been such that no repric- 
ing was required. 

A contention by the city of New York 
that it should be treated as a separate unit 
was rejected. The commission recognized 
the rule that it is sound rate making to 
make a distinction in rates based on the 
number of persons who can be reached 
within the local calling area and who 
can reach the subscriber under considera- 
tion. 

The commission said that “it would 
lead to complete administrative nonsense 
if each municipal unit in the state were 
to be treated as a separate unit and rates 
were fixed upon the actual investment of 
the company in that municipality—an 
investment whose amount would largely 
be determined by accident.” 

The commission noted the increased 
cost of service to most message rate sub- 
scribers without corresponding increases 
in cost to flat rate subscribers. The rates 
authorized were designed to mitigate this 
disparity. Re New York Teleph. Co. 
(Case 14131). 


parts of the company’s distribution sys- 
tem during the entire year. As to the 
possibility of a difference in heating value, 
the commission observed that a tempo- 
rary difference of as much as 2 per cent 
in different sections of the service district 
would not be discriminatory. It has long 
been recognized by regulatory bodies that 
a gas meter error of 2 per cent or less, 
plus or minus, is not unreasonable. 

A motion to dismiss the proceeding 
upon the broad general grounds that 
while the petition was one purportedly 
seeking a change in service rules, it was 
in reality a petition for a rate increase, 
was denied. The commission concluded 
that the matter was one limited entirely 
to the problem of bringing the company’s 
rules into practical harmony with facts 
and operating practices. The matter of 
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rates was not properly a subject to be 
taken up in this particular proceeding. 
In so ruling, the commission did recog- 
nize that some increase in the company’s 
revenues would result from the proposed 
reduction of the heating value. It be- 
lieved, however, that the increase would 
be kept to a minimum and would, in fact, 
be deferred for consideration at a later 
date. 

Chairman McCarthy dissented only in 
so far as the majority refused to con- 


sider the rate question. He did not believe 
that it would be equitable for a customer 
who had been receiving natural gas of 
a specified heating value to receive some- 
thing less than that without having the 
opportunity to have knowledge of the 
impact on his present rates. Chairman 
McCarthy argued that this proceeding 
should be kept open for continuing com- 
mission jurisdiction as to the rate matter. 
Re Michigan Consol. Gas Co. (D-3430- 
50.2). 


7 


Extra Cost of Large Supply Not Allocated to 
Large Customers 


Tx California commission, in pass- 
ing upon an application for author- 
ity to increase rates, excluded land held 
for future use from the rate base. A 
credit for taxes accrued in advance of 
payment was allowed in the computation 
of cash working capital. 

The new rates would result in a return 
of about 5.5 per cent. The commission 
held that this was not unreasonable and 
would not result in an undue burden on 
customers. It considered not only the 
company’s present financial structure, but 
also its need for additional capital and 
the desirability of equity financing. 

One person suggested that the increase 
in the cost of the service might be more 
fairly laid at the door of commercial and 
industrial customers who could, in turn, 
pass on such costs to their customers. 
This was because increased costs were 
said to be the result of purchasing large 


quantities of water. The commission 
pointed out that it has frequently held that 
no customer or class of customers has a 
preferential right to any particular ad- 
vantageous system cost. In establishing 
rate schedules it apportions system op- 
erating costs to classes of customers and 
to customers within each class. 

Rate schedules must be devised to re- 
flect customer characteristics of one or 
more classes. Since it is frequently ad- 
visable to make changes in the form of 
schedules to meet changing operating con- 
ditions, uniform percentage changes in 
billing for particular customers, or even 
for uniform consumptions, are rarely pos- 
sible or appropriate. The proposed sched- 
ules were designed to spread to each cus- 
tomer his reasonable proportion of the 
cost of providing service. Re California 
Water Service Co. (Decision No. 43878, 
Application No. 30049). 


e 


District Court May Hear CAB Complaint against 
Unauthorized Air Carrier Service 


“Len United States Court of Appeals 
affirmed a district court order grant- 
ing a petition of the Civil Aeronautics 
Board for an order requiring an airline to 
cease and desist its unlawful activities. 

The airline, while operating as an ir- 
regular carrier, had been conducting 
flights from New York to Puerto Rico 
several times each week. The court ruled 
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that the operation of the airline went 
beyond that of an irregular carrier and 
required it to obtain a certificate of con- 
venience and necessity or cease operating. 

The carrier contended that the court 
had no jurisdiction over the matter since 
the board itself had not exercised its au- 
thority by suspending its letter of regis- 
tration. 
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The court pointed out that the rule 
forbidding resort to the courts by litigants 
before they have exhausted all admin- 
istrative remedies serves only to prevent 
private parties from attempting to oust 
regulatory bodies from the exercise of 
powers properly committed to them but 
does not prevent these bodies from using 
the power of the courts as a means of 
carrying out their duties. 

The other principle on which the car- 
rier relied was that which is referred to 
as “the doctrine of primary administra- 
tive jurisdiction.” By this it is meant that 


courts will not determine a question 
within the jurisdiction of an administra- 
tive tribunal prior to its decision. 

The court ruled that this doctrine was 
not applicable here since what was in- 
volved was not the reasonableness of a 
rate or rule but a violation of a rule. It 
is well established, the court concluded, 
that courts may assume original jurisdic- 
tion to interpret tariffs, rules, and prac- 
tices where the issue is one of violation 
rather than reasonableness. Civil Aero- 
nautics Board et al.v. Modern Air Trans- 
port, Inc. 179 F2d 622. 


e 


Attack on Rate Because of Faulty Municipal Procedure Fails 


HE Colorado Supreme Court af- 
firmed a lower court’s judgment de- 
nying a subscriber’s action against a tele- 
phone company to require it to cease 
collecting increased rates and for refund 
of excessive amounts collected. The sub- 
scriber contended that a new rate was 
invalid inasmuch as the consent of the city 
council was given merely by resolution 
and not by ordinance. 
The court ruled that the subscriber 


should have sought relief before the city 
council before coming into an equity 
court. The court also held that whether 
the council approved the new rates by 
ordinance or resolution was not impor- 
tant, since in either case the subscriber 
was not deprived of any rights, as the 
council was equally responsible to the 
citizens of the community for its act. 
Bennett v. Mountain States Teleph. & 
Teleg. Co. 215 P2d 714. 


e 
Court Dismisses Appeal Where No Record Is Supplied 


yy pipe-line company’s petition for 
review of a Federal Power Com- 
mission rule was dismissed by the United 
States Court of Appeals for the District 
of Columbia for lack of jurisdiction to 
act. 

The court pointed out that the statute 
under which reviews of commission or- 
ders are brought requires that an intelli- 
gible basis for decision be made available 
to the reviewing court. In this case the 
principal point at issue is the effect of 


the commission rule on certain contracts 
entered into between the pipe-line com- 
pany and others. The application for re- 
view did not bring these contracts before 
the court, nor did it bring either a record 
on appeal or affidavits in regard to the 
effect of the commission rule on the con- 
tracts. A decision in such a matter, the 
court concluded in dismissing the appeal, 
cannot be made “in a vacuum.” United 
Gas Pipe Line Co. et al. v. Federal Pow- 
er Commission. 


e 
Board Need Not Consolidate Proceedings 


Crviz AERONAUTICS Boarp order 
denying a trunk line operator’s 
petition to consolidate its request with a 
pending matter involving “local or feeder- 


871 


line air service” in New England was 

approved by the United States Court of 

Appeals for the District of Columbia. 
No abuse of discretion took place, the 
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court said, when the board denied the 
consolidation. The trunk line petition in- 
cluded service which was neither local 
nor feeder-line nor confined to New Eng- 


e 


land and, consequently, was outside the 
scope of the proceeding. Eastern Airlines, 
Inc. v. Civil Aeronautics Board (State of 
Rhode Island, Intervener), 178 F2d 726. 


Time for Discontinuance of Direct Current 
Service Is Commission Question 


e > Consolidated Edison Company 
of New York, Inc., has been chang- 
ing customers from alternating current 
to direct current service. A club receiving 
temporary direct current service sought 
the assistance of a court in order to get 
more time for the changeover. The ap- 
pellate division of the supreme court 
holds that this is a matter for the com- 
mission. 

This was not a proper case for the in- 
tervention of a court of equity, it was 
held. The reasonableness of the time fixed 
by the company for discontinuance of 
temporary direct current service as well 
as the reasonableness of an extension 
sought by the customer was a matter to 
be determined by the commission in the 
first instance. The court said: 


Where it appears that irreparable 


damage will be sustained before an ap- 
plication to the commission can be 
made, a court of equity will intervene 
for the purpose of affording the time 
necessary for the making of the ap- 
plication. In this case, however, it does 
not appear that at the time the action 
was commenced there was not suffi- 
cient time remaining to permit re- 
course to the commission. On the con- 
trary, the record shows that plaintiff 
not only had ample time within which 
to complete its change-over work, but 
also more time than was necessary to 
call the commission’s attention to the 
situation in which plaintiff found it- 
self as-the result of its own delay. 


Metropolitan Club, Inc. v. Consolidated 
Edison Co. of New York, Inc. 96 
NYS2d 144. 


7 


New Name, New Place, Same Game, Same Face Exposed 
In Telephone Discontinuance 


Ae by a news service to 
compel a telephone company to con- 
tinue service was dismissed by Justice 
Hooley of the New York Supreme Court. 
The news company also had made the dis- 
trict attorney and the police department 
parties to the proceeding. 

It was revealed at the hearing that the 
business manager of the news service was 
a person who on two earlier occasions 
had been denied the same relief as he was 
seeking in this proceeding. After the 
courts had upheld the utility’s right to 
discontinue service in these prior de- 
cisions, the manager had changed his 
name, the location of the business, the 
name of the racing newspaper which he 
published, and introduced a new corpo- 
rate name as the publisher of the paper. 
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By these devices the telephone company 
was led into furnishing a service which 
it had with court approval refused to ren- 
der earlier. 

The district attorney, pursuant to court 
order, had intercepted many telephone 
communications to and from the news 
service. The records of these intercep- 
tions clearly indicated that the lines were 
used for gambling purposes. The court 
ended the proceeding by pointing out that 
where telephone service is being used in 
connection with the commission of a 
crime, courts will not require the district 
attorney, the police department, or the 
utility itself to refrain from interfering 
with the service. Tela-News Flash, Inc. 
v. District Attorney et al. 96 NY Supp2d 
338. 
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PROGRESS OF REGULATION 


Restatement of Plant Value Requires Commission Approval 


Ta Georgia commission approved a 
telephone company’s application for 
authority to issue and sell first mortgage 
bonds. The proceeds of the issue were 
to be used principally for refunding cur- 
rent loans and for additional construction 
expense in connection with the company’s 
conversion to dial operation. 

While the commission order author- 
ized the securities as requested, the com- 
mission carefully pointed out that such 
authorization did not constitute an ap- 
proval by the commission of the estab- 
lishment of the value on the books of the 
company as set forth in an exhibit in the 
proceeding. 

The company had taken as book value 
the result of an appraisal which had been 
made of its plant in connection with a 
recent rate proceeding. The company 
justified this action by stating that its 
plant account record had not been kept 
properly in the past and as a result the 
full investment in plant and equipment 


e 


therefore was not reflected on its books. 

Book value of telephone plant and 
equipment, the commission said, should 
reflect the actual investment in such prop- 
erty at the true original cost, estimated if 
not known. It is possible, the commission 
conceded, that the appraised value used 
in this case represents a reasonable esti- 
mate of the original cost, but this must be 
verified. The fact that the commission 
may adopt a particular value for rate- 
making purposes does not of itself author- 
ize the placing of such value on the books 
of the company. Any increase in plant 
accounts of a utility resulting from a re- 
statement of values requires commission 
approval. 

The commission instructed the utility 
to make an independent application for 
authority to restate its value so that, after 
a review of the record, it could ascertain 
what restatement of accounts would be 
proper. Re Interstate Teleph. Co. (File 
No. 19398, Docket No. 7-U). 


Reissuance of Rate Order after Court Reversal Affirmed 


versed a circuit court order which 
had set aside a report and order of the 
state commission establishing telephone 
rates. The circuit court had held that the 
commission was powerless to make its 
report and order because litigation in- 
volving an earlier order in the same pro- 
ceeding was still pending in court. 

The somewhat involved proceeding be- 
gan when the commission approved the 
company’s application for a rate increase 
in January, 1949. A month later the com- 
mission order was set aside by the circuit 
court because it failed to show that a 
majority of the commission had con- 
curred in it. One day later the commis- 
sion approved similar rates without mak- 
ing its earlier procedural error. The cir- 
cuit court reversed this order for the 
reasons stated and the utility brought this 
appeal. 

The basic question, the supreme court 
said, is whether the commission had au- 


si~ Missouri Supreme Court re- 
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thority to enter its second order or 
whether at the time of such order juris- 
diction was vested in the court. 

The court held that when the commis- 
sion was notified that its first order was 
reversed and that the proceeding had 
been remanded to it by the circuit court, 
it again became vested with jurisdiction. 
The fact that a municipality had taken 
an appeal from this judgment did not af- 
fect its finality since the judgment was 
not appealable and consequently no liti- 
gation was actually pending before any 
judicial body so as to bar commission 
action. The supreme court said the rule 
of the circuit court that a judgment does 
not become final until the expiration of 
thirty days after its entry deals with the 
finality of a judgment only for the pur- 
pose of determining the time within which 
an appeal might be taken. Since no appeal 
could be taken, the rule was inapplicable, 
the court said, and did not affect the com- 
mission’s resumption of jurisdiction. 
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PUBLIC UTILITIES FORTNIGHTLY 


Missouri ex rel. Kansas City et al. v. 


SW2d 738, affirming Re Southwestern 


Public Service Commission et al. 228 Bell Teleph. Co. (1949) 77 PUR NS 33. 
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Other Important Rulings 


HE Missouri Supreme Court ruled 

that an order of the state circuit 
court reversing on procedural grounds an 
order of the commission granting a tele- 
phone company a rate increase and re- 
manding the matter to the commission 
for further action was not such a final 
disposition of the proceeding as would 
give an interested party the right to ap- 
peal. Missouri ex rel. County of St. Louis 
v. Public Service Commission et al. 228 
SW2d 1. 


The South Dakota commission held 
that a railroad seeking the same increase 
for intrastate freight traffic as had been 
authorized by the Interstate Commerce 
Commission for interstate traffic need not 
show out-of-pocket costs of intrastate 


freight service segregated from interstate 
costs, or a segregated valuation of its 
property used for intrastate transporta- 
tion, where intrastate and interstate traf- 
fic move under substantially similar con- 
ditions and expenses of handling the two 
classes of traffic are inextricably woven 
together. Re Increased Freight Rates for 
South Dakota Rail Carriers (F-2248). 


The Wisconsin commission refused to 
allow a rate increase to a transit com- 
pany where it appeared that it would 
not yield a return commensurate with the 
burden which increased fares would place 
on the public. Milwaukee v. Milwaukee 
Electric R. & Transport Co. (2-SR-2052, 
MC-1311, 2-SR-2058, MC-1316, 2-SR- 
2069, MC-1321). 
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KENTUCKY PUBLIC SERVICE COMMISSION 


Re Lexington Telephone Company 


Case No. 1616 
April 6, 1950 


EHEARING upon court reversal and remand of Commission 
R denial of telephone company’s application for rate increase; 
application approved. For court decision, see (1949) — Ky —, 

82 PUR NS 618, 224 SW2d 423. 


Return, § 27 — Capital structure — Dividends and interest. 
1. Capital structure and the associated interest and dividend requirements 
should be considered in determining what rates will afford an adequate re- 
turn, p. 67. 

Valuation, § 41 — Rate base — Capital structure. 
2. Rates of a telephone company cannot be based on capital structure alone, 
p. 67. 

Valuation, § 17 — Determination of rate base — Proper method. 
3. The Commission is not bound by any single formula or combination of 


formulas in its effort to determine value for rate-making purposes but may 
use any finding of a reasonable measure to test the end result of its decision, 


p. 67. 


Return, § 24 — Telephone — Maintenance of financial integrity. 
4. A telephone utility is entitled to a return that will be sufficient to assure 
confidence in financial integrity, so as to maintain its credit and attract 
capital, p. 69. 


Rates, § 130 — Character of service — Increase to permit adequate service con- 
tinuance. 

5. A rate increase will be allowed a telephone utility in the process of con- 
verting from manual to dial operation, notwithstanding the fact that the 
impact of conversion on revenues and expenses cannot be ascertained with 
any degree of accuracy, where the increase is necessary if the utility is to be 
— earnings sufficient to enable it to render adequate public service, 
p. 70. 


Return, § 24 — Attraction of capital at low cost — Adequacy of earnings. 
Statement that public interest requires that any utility be properly financed, 
which condition exists only where earnings are adequate to allow needed 
capital to be obtained at the lowest possible cost, p. 70. 


> 


APPEARANCES: Ben L. Kessinger of Lexington; J. E. Marks, Attorney 
and Louis Cox, Attorneys for appli- for Lexington—Chamber of Com- 
tant ; Strother Kiser, Attorney for city merce, Inc. 
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By the Commission: On October 
30, 1947, the applicant, Lexington 
Telephone Company, filed notice of an 
increase in rates for local exchange 
service within the territory served by 
the company, such increase to become 
effective on November 21, 1947. 

The Commission, as authorized by 
KRS 278.190, suspended the rates, and 
the company, pursuant to the same 
chapter and section, put the same into 
effect by posting the required bond. 
After a number of hearings the Com- 
mission, on July 15, 1948, 75 PUR NS 
1, denied the company’s application 
and found the rates in effect prior to 
November 21, 1947, to be fair and 
reasonable. From that ruling the com- 
pany appealed to the Franklin circuit 
court who affirmed the findings and 
order of the Commission. A further 
appeal from the judgment of the cir- 
cuit court was prosecuted to the court 
of appeals of Kentucky and, on October 
7, 1949, — Ky —, 82 PUR NS 618, 
224 SW2d 423, that court reversed 
the decision of the Franklin circuit 
court and remanded the case to the 
Commission for further consideration. 

In its opinion the court remarked, 
82 PUR NS at p. 623, “The case 
strikes us as being one aptly appropri- 
ate for the conference table.” Con- 
forming to this suggestion, the Com- 
mission on January 26, 1950, held a 
“conference” which was attended by 
representatives of the company, the 
cities of Lexington, Midway, and Ver- 
sailles, the Lexington Chamber of 
Commerce, and the Commission staff. 

At the conference the company 
pointed out that since November 21, 
1947, it had filed not only its annual 
reports as required by the rules of the 
Commission, but had also filed, at 
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the Commission’s instance, monthly 
operating reports which set forth 
in detail its current financial and 
operating condition. All this ad- 
ditional data was offered by the com- 
pany as exhibits in this proceeding 
and without objection have been made 
a part of the record. As such reports 
and operating statements now consti- 
tute a part of the record in this case, 
the company stated it would not offer 
any further evidence as the same would 
only be a duplication of the facts set 
forth and contained in the data here- 
tofore referred to. Therefore, no ad- 
ditional evidence, aside from the 
foregoing, was offered by either party 
except that, upon request by the Com- 
mission, the company did file a state- 
ment setting out its capitalization ex- 
clusive of conversion financing. 

Both the protestants and the com- 
pany agreed that no further hearings 
were required and the case was sub- 
mitted for final consideration and 
determination on the record as 
originally made before the Commis- 
sion and the additional evidence men- 
tioned above. 

The company insists that it is en- 
titled under the decision of the court 
of appeals to the full rate increase 
which it sought; whereas the protes- 
tants under the same authority, 
while admitting the company is en- 
titled to some measure of relief, have 
submitted a proposal contending that 
approximately 40 per cent would be 
sufficient. 

From a careful analysis of the 
court’s opinion we have concluded 
that it was the court’s intention upon 
the remand of this proceeding that we 
consider the company’s actual oper- 
ating experience for the periods in 
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question rather than to rely upon the 
estimates and expectancies submitted 
upon the original hearing in the case. 
Needless to say, the evidence relating 
to operating income and expenses in- 
troduced at that time was, of neces- 
sity, based upon informed estimates 
and the decision of this Commission 
was predicated upon these forecasts. 
Since that time facts have supplanted 
estimates and we now know with cer- 
tainty the actual revenues received and 
expenses incurred by the company un- 
der both the old rates and the rates 
proposed and in effect under bond 
since November 21, 1947. Obviously 
the estimates and expectancies of the 
original case lose their significance 
and are no longer pertinent to this pro- 
ceeding as we can now determine from 
the company’s actual operating experi- 
ence the necessary revenue required for 


the interim period under review. 
[1, 2] Further, the court’s opinion 

made particular reference to the fact 

that the net return available to the 


company under the Commission’s 
order of July 15, 1948, supra, was “in- 
sufficient to service the company’s 
financial obligations, without reference 
to any sum required for admittedly 
needed extensions and improvements 
of the company’s service. 
The company had a right to ask that 
its financial integrity be maintained.” 
(82 PUR NS at p. 622.) While it 
did remark further that rates cannot 
be based upon capital structure alone, 
certainly it behooves us in the light of 
the above statement to give some con- 
sideration to the company’s capital 
structure and the associated interest 
and dividend requirements. 

With these principles in mind the 
Commission and its staff have not only 


reviewed the entire record before the 
Commission but have carefully studied 
both the annual and monthly operating 
reports of the company which set 
forth the company’s financial and op- 
erating status. Thus the Commission 
has before it the original record in 
the case, the company’s annual and 
monthly operating reports for the 
interim period, a statement showing 
the company’s comparative capitaliza- 
tion, exclusive of conversion financing, 
for the years involved, the proposal 
of the protestants, and its own analysis 
and study, all of which must be consid- 
ered together with the opinion of the 
court for purposes of determining the 
extent of rate relief that should be af- 
forded applicant. 

[3] The Commission in its original 
opinion in this case found a rate base 
approximating $2,500,000 based upon 
the original cost of telephone plant 
in service, less depreciation, plus an 
adjusted amount for materials and 
supplies, but the court, in reversing, 
said, “The evidence offered by the 
appellees in opposition to the showing 
made by the company was insufficient 
to sustain the rate base found by the 
Commission.” (82 PUR NS at p 
623.) So wherein lies the error? Are 
we directed by the court’s mandate to 
include and make specific findings with 
respect to all the questionable items or 
amounts injected into this case by the 
company? We believe not. 

KRS 278.290 (1) sets out the ele- 
ments to be considered in the finding 
of value for rate purposes subject to 
the provisions of subsection (2) 
thereof. This subsection expressly 
precludes this Commission from mak- 
ing a finding of value unless such find- 
ing is necessary in order to determine 
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the legality or reasonableness of a rate 
or service or issuance of securities. 
Further we note with interest the 
court’s recognition of the Hope Case 
(Federal Power Commission v. Hope 
Nat. Gas Co. [1944] 320 US 591, 
88 L ed 333, 51 PUR NS 193, 200, 
201, 64 S Ct 281) in which the Su- 
preme Court speaking on this question 
said: “Under the statutory standard 
of ‘just and reasonable’ it is the result 
reached, not the method employed, 
which is controlling The 
conditions under which more or less 
might be allowed are not important 
here. Nor is it important to this case 
to determine the various permissible 
ways in which any rate base on which 
the return is computed might be ar- 
rived at.” Also, the Supreme Court 
in the Natural Gas Pipe Line Case 
(Federal Power Commission v. Nat- 
ural Gas Pipeline Co. [1942] 315 US 
575, 86 L ed 1037, 1049, 42 PUR NS 
129, 62 S Ct 736) had this to say on 
this point: “Rate-making bodies are 
not bound under the Constitution, by 
any single formula or combination of 
formulas, but are free, within the 
ambit of their statutory authority, to 
make the pragmatic adjustment 
called for by the particular circum- 
stances.” 

We are now looking at this matter 
in retrospect and it appears to us that 
any finding of a reasonable measure 
to test the end result is all that is 
required. 

While not conceding its correctness 
as a rate base, the protestants have 
suggested an amount of $4,550,000 as 
being one which might be used. This 
closely approximates the company’s 
capitalization excluding conversion fi- 
nancing. Further, the evidence here- 
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in discloses that the net investment 
at original cost is around $3,200,000 
and the actual net investment in the 
enterprise reaches some $4,300,000. 
Surely within the limits of these 
amounts a proper yardstick can be 
found. We are of the opinion that an 
amount of $3,800,000 is sufficient or 
at least tenable for the purposes of 
testing whether or not the rates un- 
der review are unreasonable. Cer- 
tainly no injustice will be done when 
the unusual and hybrid circumstances 
which surround this company are con- 
sidered together with the fact that the 
rates for the interim period must of 
necessity be the rates under conver- 
sion to dial where such service is ap- 
plicable. 

The operating revenues and ex- 
penses for the interim period are now 
history and pose no problem. The years 
1947, 1948, and 1949 after adjustment 
for the actual amounts collected un- 
der bond show total operating revenues 
in the amounts of $1,348,400, $1,- 
655,200, and $1,752,200, respectively. 
Likewise the operating expenses for 
the same period after adjustment by 
the Commission are as follows: 

1,184,000 in 1947 
1,368,200 in 1948 
$1,481,500 in 1949 
When the foregoing expense amounts 
are deducted from the related op- 
erating revenues, the net operating in- 
come resulting therefrom amounts to 
$164,400 for the year 1947 ; $287,000 
for 1948; and, $280,700 for the year 
1949, the average for the period be- 
ing $244,000 in round numbers. 

Table I below sets out (1) the com- 
pany’s interest and dividend require- 
ments, exclusive of conversion fi- 
nancing for the period; (2) the net 
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operating income as determined by the 
Commission; and (3) the resulting 
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balance available for surplus for the 
respective years: 








TABLE I 
3 Year 
1947 1948 1949 Average 
Met Ce BH fo sn ds disc cdcccscsenetines $164,400 $286,900 $280,700 $244,000 
Debt and Preferred Dividend Requirements .... 157,700 171,100 162,300 163,700 
Common Stock Dividends ............cceeeeee 44,200 44,200 44,200 44,200 
WE eines dktvadseteksedseaesiawien 201,900 215,300 206,500 208,000 
Aes Bee GE sok t so cokiadsesvasaaaeaes ($37,500) $71,600 $74,200 $36,000 


It is interesting to note that the sur- 
plus item above for the years 1948 and 
1949 closely approximates the amount 
suggested by the protestants as being 
“ample to take care of the ‘needed ex- 
tensions and improvements of the 
company’s service’ referred to by the 
court.” 

[4] The court (1949) — Ky —, 
82 PUR NS 618, 622, 224 SW2d 423, 
had this to say with respect to the con- 
sideration which the Commission 
should give to interest and dividend re- 
quirements: “The company made a 
prima facie showing of a situation 
where relief was necessary if its finan- 
cial integrity was to be preserved, or 
perhaps, in the instant case, recouped. 
A prima facie demonstration of the 
necessity for at least temporary relief 
having been made, the burden was then 
on the appellees to introduce evidence 
to refute that presumption. The com- 
pany had a right to ask that its finan- 
cial integrity be maintained.” 

The Hope Case, supra, 320 US at pp. 
602, 603, 51 PUR NS at pp. 200, 201, 
discusses this point further in this 
language: “It is not theory but the 
impact of the rate order which counts 


“The rate-making process under the 
act, i.e., the fixing of ‘just and reason- 
able’ rates, involves a balancing of the 
investor and the consumer interests. 
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Thus we stated in the Natural Gas 
Pipeline Co. Case that ‘regulation 
does not insure that the business shall 
produce net revenues.’ But 
such considerations aside, the investor 
interest has a legitimate concern with 
the financial integrity of the company 
whose rates are being regulated. From 
the investor or company point of view 
it is important that there be enough 
revenue not only for operating ex- 
penses but also for the capital costs of 
the business. These include service on 
the debt and dividends on the stock. 

That return, moreover, should 
be sufficient to assure confidence in the . 
financial integrity of the enterprise, so 
as to maintain its credit and to at- 
tract capital.” 

Likewise the court of appeals made 
note of the fact that the company’s 
securities and other evidence of in- 
debtedness had been approved by this 
Commission where such approval was 
required by law and that no complaint 
as to the necessity or propriety.of the 
issuance thereof had been made. 
Accordingly, in our consideration of 
this case we have carefully reviewed 
and weighed both the financial history 
of the company and its interest and 
dividend requirements with the view of 
following not, only the ruling of the 
appellate court but also a fundamental 
principle laid down by the Supreme 
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Court that a company is entitled to 
such return as will maintain its finan- 
cial integrity. 

[5] This case from its inception 
has been unique in that it involved a 
period of transition for the company. 
Its major exchange serving approxi- 
mately 90 per cent of all its subscrib- 
ers was converted from manual to 
dial operation requiring an additional 
capital outlay of some $4,500,000. 
This program was underway at the 
time of the company’s filing in 1947 
and continued throughout the entire 
period under review. 

An examination of the company’s 
capital structure for either the interim 
period under review or the present, 
which includes conversion financing, 
reveals a dire need of equity moneys. 
Although we are concerned here with 
the question of relief in the interim pe- 


riod only, this Commission will take 
into consideration any condition that 
might jeopardize the company’s abil- 
ity to render adequate service to its 


subscribers. The company must, of 
necessity, take steps to secure through 
some source large amounts of equity 
capital to balance a capital structure 
top-heavy with debt securities if a 
healthy capital ratio consistent with 
sound financial policies is to be ad- 


hered to. Certainly public interest re- 
quires that any utility be properly fi- 
nanced and that condition maintains 
only where earnings are adequate to 
allow the needed capital to be ob- 
tained at the lowest possible cost. 

After careful consideration and 
weighing of all the foregoing circum- 
stances in the light of the court’s 
mandate, we are of the opinion that we 
have no alterative other than to find 
that the rates so put into effect by the 
company on November 21, 1947, are 
not unreasonable and should be ap- 
proved. 

Although the major part of the con- 
version has been made, the final costs 
incident to the complete relief of the 
company’s held orders are yet to be 
determined ; likewise, the impact on the 
revenues and expenses under a full 
and complete conversion operation can- 
not be ascertained with any degree of 
accuracy; therefore, we are of the 
opinion that the rates approved here- 
in might well be sufficient for the com- 
pany’s present needs under conversion 
operation or at least until such time as 
actual operating experience over a 
representative period has shown the 
rates to be no longer adequate. 

An order will be entered in con- 
formity with this opinion. 
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ARKANSAS PUBLIC SERVICE COMMISSION 


Re Blytheville Water Company 


Docket No. U-425 
April 26, 1950 


PPLICATION for authority to put rate increase into effect 
A immediately pending final investigation; authority granted. 


Rates, § 655 — Rates pending investigation — Effect of refund guaranty. 
A public utility company may put increased rates into effect immediately, 
whether or not the Commission may deem it advisable to suspend them pend- 
ing a final determination of the matter, when it has filed with the Commis- 
sion a bond in such amount and with sufficient security to insure prompt 
payment of any damages or refunds to its customers if the rates so put 
into effect are finally determined to be excessive. 


By the Commission: On February 
23, 1950, after previous suspensions 
of rate schedules, Blytheville Water 
Company filed a schedule of increased 
rates for service to its customers in 
and around the city of Blytheville. 
This increased schedule of rates was 
allegedly filed in compliance with § 18 
of Act 324 of the Acts of Arkansas 
for the year 1935. 

On March 23, 1950, the Commis- 
sion by its order suspended the above- 
mentioned schedule of rates, which 
consisted of two sheets covering res- 
idential, commercial, industrial, mu- 
nicipal, and miscellaneous service. 

On April 18, 1950, Blytheville Wa- 
ter Company requested that it be per- 
mitted to place into effect immediately 
the rate schedule as filed on February 
23, 1950, and filed a bond purported 
to be in sufficient amount and with 
sufficient surety to insure prompt pay- 
ment for damages or refunds incurred 
by the company and owed the public 
because of the effectuation of the new 


rate schedule, which would increase 
the cost to its customers for water 
service. Said bond was filed in ac- 
cordance with § 18(b) of Act 324 of 
the Acts of the General Assembly of 
the state of Arkansas for the year 
1935. 

Attached to the application, and 
made a part thereof, are Exhibits “A,” 
“B,” “C,” and “D,” which indicate 
that the proposed new schedule of 
rates will produce an increase in reve- 
nue in the amount of $43,400 for a 
full calendar year. 

Having been unable to find from the 
exhibits filed with the application that 
the bond is inadequate, we are com- 
pelled to apply the law covering the 
operation of this Commission as pre- 
scribed by the General Assembly in 
Act 324 of 1935. Section 18(b) of 
said act provides that any “public util- 
ity may put such suspended rate or 
rates into effect on the date when it, or 
they, would have become effective if 
not so suspended, by filing with the 
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Department a bond, to be approved by 
it, payable to the state of Arkansas in 
such amount and with sufficient secu- 
rity to insure the prompt payment of 
any damages or refunds to the per- 
sons entitled thereto, if the rate or 
rates so put into effect are finally de- 
termined to be excessive ; or there may 
be substituted for such bond other ar- 
rangements satisfactory to the Depart- 
ment for the protection of the parties 
interested.” This section means that 
the legislature has prescribed that we 
cannot suspend a rate under the pres- 
ent circumstances unless the bond is 
inadequate. Upon the application of 
the facts in this case to the law, the 
conclusion must follow that the com- 
pany can put its increased rates into 
effect immediately as it proposes, 
whether or not this Commission may 
deem it advisable to suspend them 


pending a final determination of the 
matter. 

We find that the company should 
render to this Commission a periodic 
accounting which will reflect the 
amount of money held in the refund 
account, and we also point out to the 
company that the Commission will or- 
der additional bond at any time it 
appears that the fights of its water 
consumers may not be protected by the 
present bond. 

In conclusion, we reiterate that 
these findings and this order do not 
question or dispose of the merits of 
this proceeding, but, rather, this is an 
interim order, to be effective only un- 
til final investigation and determina- 
tion can be made. And, further, this 
action by the Commission is com- 
pelled by the provisions of Act 324 of 
the Acts of the General Assembly for 
1935. 








COLORADO PUBLIC UTILITIES COMMISSION 


Re Loveland Municipal Water Works 


Case No. 4962, Decision 34625 
April 21, 1950 


Sry aes against municipal water plant’s flat connection 
fee for extraterritorial service; complaint upheld. 


Discrimination, § 127 — Municipal water plant rate — E-xtraterritorial service — 


Connection charge. 


1. A flat connection fee charged only to a municipal water plant’s extra- 
territorial users in addition to a tap and service connection charge was held 
to be illegal and discriminatory where it was based solely upon the fact that 
some other customers on some other lines had once paid for the cost of con- 
struction of those lines and was not based on need, cost, or any other legal 
basis, and where prior users on the same main had paid only the tap and 


service connection charge, p. 73. 
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RE LOVELAND MUNICIPAL WATER WORKS 


Service, § 359.1 — Municipal plant — Extraterritorial service — Governing 


rules — Contract. 


2. The practices of a city when acting as a public utility outside of the city 
limits are governed by the rules of the Commission and cannot be based on a 
contract in conflict with those rules, p. 75. 

Municipal plants, § 11 — Jurisdiction of Commission — Extraterritorial service. 
3. The Commission has jurisdiction over the extraterritorial operations of 
a municipal plant although it is without jurisdiction over a municipal utility 
operating only inside corporate limits, p. 76. 


APPEARANCES: Keith Dever, Love- 
land, pro se; C. L. Ball, City Attor- 
ney, Loveland, for the city of Love- 
land; C. L. Flower, Denver, for the 
Commission. 


By the Commission: The instant 
investigation was instituted by the 
Commission on its own motion, 
after a complaint was filed by Mr. 
Keith Dever, Masonville route, Love- 
land, Colorado, as to certain water tap 
and connection charges made by the 
city of Loveland. Mr. Dever’s com- 
qplaint stated that the Loveland Munic- 
ipal Water Works had, for many 
years, charged water customers out- 
side the city limits a $30 fee for a tap 
and service connection, but that when 
he applied for water service he was 
charged $280 for this same type of 
service connection. 

The Commission issued its order to 
show cause, Decision No. 28733, to 
athe city of Loveland, and in said order 
set the matter for hearing at the city 
hall in Loveland, Colorado, on Tues- 
day, the 19th day of August, 1947, at 
10 a. m., and the case was there heard 
and taken under advisement. 

[1] In its answer to the complaint, 
the city alleged that for many years a 
“connection fee” of $250 (apparently 
for the privilege of coming on the line) 
was charged to all outside users con- 


necting to the city distribution lines 
on the north, east, and south sides of 
the city and, in addition, a tap and serv- 
ice connection charge of $30 was made 
to such users. Customers connecting 
to the city’s transmission mains on the 
west side of the city prior to March 
4, 1947, were charged only the $30 
tap and service fee. On March 4, 
1947, the city adopted Ordinance No. 
408 which provided that all users out- 
side the city would be required to pay 
both the $250 and $30 fees. The city 
alleged that complainant Dever ap- 
plied to the city for a connection to the 
transmission main after the date of 
the ordinance, and that the two 
charges were made to him in accord- 
ance with the ordinance, although 
prior users on that particular main had 
paid only $30 or had received a tap in 
return for a right-of-way grant. 

At the hearing it developed that Mr. 
Dever, the complainant, resides about 
34 miles west of Loveland on U. 
S. Highway No. 34, and receives his 
water service from a 24-inch wood 
stave transmission main belonging to 
the city of Loveland that parallels said 
highway. This transmission main was 
installed in the year 1925, and is one 
of two transmission mains that bring 
water from the filter plant west of the 
city to the distribution lines of the 
municipal water system. In May, 
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1947, Mr. Dever received a water tap 
from the city to supply his premises 
with water for which he paid the city 
$280. The complainant contends that 
the city, in times past, has given taps 
on this same transmission main for 
$30, and the extra charge of $250 now 
imposed on him and others similarly 
situated is discriminatory. His prop- 
erty is adjacent to the transmission 
main and no main extension was neces- 
sary, only the tap and service con- 
nection being required. 

Testimony by the city shows a 
breakdown of the actual cost of a tap 
and service connection for customers 
outside the city as follows: 


Curb valve 

3 feet of copper for gooseneck 
30 feet of pipe 

Stop 

Meter box 


The actual cost inside the city limits 
is $25.22. 

Respondent city alleges in the writ- 
ten reply as follows: 

“The charge of $250 for connecting 
with the city water system is fair, 
reasonable, and justifiable and has 
been paid for many years by all out- 
side users or persons making con- 
nections outside the city limits with the 
city water lines, except on the city’s 
main transmission line west of the 
city ; and that Ordinance No. 408 was 
passed and adopted for the purpose of 
making uniform and nondiscrimina- 
tory city charges for outside connec- 
tions.” 

The exception mentioned above is 
the transmission main from which 
complainant now receives service and 
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for which he paid $280 for a connec- 
tion. Ordinance No. 408 was adopted 
March 4, 1947, but from that time 
back until 1925, the year of installation 
of the transmission main, there were 
150 customers connected to this main, 
of which only four paid a $250 fee in 
addition to the standard tapping charge 
of $30. Of the 146 customers not re- 


quired to pay the $250, quite a number§ 


of them were given water connection 


privileges in payment for right off 


way for the pipe line and some were 


permitted to connect at the standard§ 


tapping charge of $30. 


The city stated that the $250 figure | 


= ing 


was recommended for the connection 


fee because of its uniformity and be-§ 
cause it had been adopted for use on§ 


the other mains in years past and it 
apparently had been satisfactory. 


The only evidence presented by the 


city to support its statement that allf 


outside users had paid approximately 
$250 for a connection with the city 
water system, were contracts between 
the city and three groups of customers 
outside the city limits for the con- 


struction of the three existing distri-J 
bution lines outside the city. These§ 


three lines were the “North Line” or 


“Fort Collins Line”; the “Northeast ® 


Line”; and the “South Line” or 
“Campion Line.” These agreements 
provided for arrangements between the 
outside customers and the city whereby 
the customers would pay for installing 
the line and in the case of the Northeast 
and South Lines, the city would repay 
to the original contributing customers 
a pro rata share of an established con- 
nection charge to be made to new cus- 
tomers coming on the line after the 
line was constructed. The North 
Line contract simply provided for a 
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RE LOVELAND MUNICIPAL WATER WORKS 


contribution from the customers to 
build the line. In the case of the con- 
tracts requiring a refund, there was a 
time limit after which the city would 
own the line free and clear and could 
add additional customers upon what- 
ever basis they wished. All of these 
time limits have now passed and the 
city owns all the lines without any 
obligation to make specific charges 
@ to new customers or to refund any tap 
@ or connection charge to the original 
M contracting customers. 

H It will be noted that the charge to 
| the customers involved in these con- 
@ tracts was made for the purpose of pay- 
3 ing for the construction of the water 
a lines and that in no case was there an 
™ arbitrary or flat fee charged for con- 
@ nection to the line. In the present case, 


™ however, where a complainant and 


Mothers have connected on to the 
transmission main to the west of the 
% city, there is no construction charge 
to be borne by the city or the custom- 
ers. All that is necessary is a charge 
for the tap or service connection, and 
the $250 “water connection charge” 
seems clearly to be an arbitrary 
charge in the nature of a penalty not 
based on need, cost, or any other legal 
basis. It is apparent that complainant 
and all others similarly situated are 
being discriminated against merely be- 
cause they reside outside the city, on 
the basis solely that some other cus- 
tomers on some other lines had once 
paid for the cost of construction of 
those lines. 


[2] Rule 28 of the rules of the 
Commission’s Rules and Regulations 
Governing Water Utilities provides 
that all utilities shall make extensions 
at their own expense to the limit of 100 
feet or $100 per customer whichever 


is the lesser. Extensions above this 
free limit may be made on a basis simi- 
lar to that described in the three con- 
tracts which Loveland made on its 
North, Northeast, and South Lines. 
Those contracts were perfectly proper 
and desirable contracts, and the agree- 
ment by the customers to pay the 
amounts over and above the free ex- 
tensions did not constitute unfair dis- 
crimination against them. This Rule 
28 does not, however, apply to com- 
plainant in this proceeding. He has 
asked only for a tap and service con- 
nection, which is governed by Rule 27 
of the Commission’s Water Rules. It 
is provided by that rule that municipal 
utilities may charge 50 per cent of the 
actual cost of the tap or service connec- 
tion, or that they may make the same 
charges to outside users as they make 
to customers inside their corporate 
boundaries. If the city of Loveland 
is charging its customers inside the 
city the full actual cost of their tap and 
service connections, it may do the 
same as to customers outside. If tap 
and service connection charges to its 
own residents are based on some other 
method of calculation, then the tap and 
service connections to customers out- 
side the city must be based on 50 per 
cent of the actual cost or on the basis 
used for city customers. In any event, 
the flat $250 “connection fee” charged 
to complainant Dever in this case is 
illegal and unauthorized and must be 
returned by the city. 


It is evident from the foregoing dis- 
cussion that the city’s Ordinance No. 
408, adopted March 4, 1947, is in con- 
flict with the Commission’s rules re- 
garding Water Main Extensions and 


Service Connections. In spite of the 
fact that there are contracts between 
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the city and its outside water cus- 
tomers regarding the rights and duties 
of the city in respect to refunding 
charges made to new customers, and 
providing for an expiration time on 
the refunding periods, the practices of 
the city when acting as a public utility 
outside its city limits are governed by 
the rules of the Commission, and can- 
not be based on a contract in conflict 
with those rules. The complainant 
here, and all others similarly situated, 
as well as persons coming on other 
city lines after the refunding periods 
provided in the various contracts, are 
entitled to service from the city on the 
basis of the Commission’s rules. 

[3] At the hearing, the city also 
challanged this Commission’s juris- 
diction in the instant matter. The 


courts have often held that in the case 
of a municipal utility operating only 


inside the corporate limits, this Com- 
mission is without jurisdiction, but 
where said municipality operates out- 
side the corporate limits, this Com- 
mission has jurisdiction as to such out- 
side operations. Lamar v Wiley, 80 
Colo 18, PUR1927A 175, 248 Pac 
1009. The contracts introduced in 
evidence at the hearing clearly state 
that the city shall have authority to 
permit additional customers to tap on 
to these lines after the refunding pe- 
riods, which have all passed. New 
customers are not parties to the orig- 
inal agreement, but are members of 
the public generally who want service 


from these lines. This is clearly a 
holding out to the public of a utility 
service with all the rights, privileges, 
and duties of a public utility. 


The Commission Finds: 

(1) The foregoing statement is in- 
corporated herein by reference. 

(2) That it has jurisdiction over 
the city of Loveland as to its water 
utility operations outside its municipal 
boundaries, and that it has jurisdiction 
to determine the complaint herein. 

(3) That the charge of $250 made 
by the city of Loveland to complainant 
and all others similarly situated is un- 


fair, discriminatory, unlawful, and in | 


violation of the Commission’s rules, 


and that such charge should be re- § 


turned. 


(4) That the $30 tap and conection 3 
charge made by the city to the com- J 


plainant and all others similarly sit- 


uated may be in accord with the Com- § 
mission’s rules but that the city should § 


calculate the proper charge to be made 
in accordance with Rule 27 of the 


Commission’s Water Rules and make J 
a refund or additional charge as may § 


become necessary. 

(5) That Ordinance No. 408 
adopted by the city of Loveland on 
March 4, 1947, is in violation of Rule 


28 of the Commission’s Rules Regu- J 


lating the Service of Water Utilities 


and that the city shall henceforth make § 


all water main extensions and service 


connections in accordance with said § 


rules. 
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UTAH PUBLIC SERVICE COMMISSION 


Re Burlington Transportation Company 


et al. 


Case No. 3482 
April 11, 1950 


A PPLICATION for approval of transfer of motor carrier cer- 


tificate ; approval granted. 


Certificates of convenience and necessity, § 144 — Lease of certificate — Public 


interest. 


1. A motor carrier was authorized to lease his certificate to another motor 
carrier where he was operating at a loss and, if the lease were not approved, 
would be required to abandon operations, and where the transferee was 
familiar with the operations involved and was in a position to operate under 
the certificate more economically than the transferor, p. 79. 


Contracts, § 3 — Jurisdiction of Commission — Union contract. 


2. The Commission does not have jurisdiction to determine the rights and 
duties of a motor carrier or a labor union under a union contract, p. 79. 


Certificates of convenience and necessity, § 23 — Jurisdiction of Commission — 
Transfer of certificate — Imposition of conditions. 
3. The Commission, in approving the transfer of a motor carrier certificate, 
is without jurisdiction to impose upon the transferee the transferor’s con- 
tractual obligations of employment, p. 79. 


APPEARANCES: S. N. Cornwall, 
for Burlington Transportation Com- 
pany ; Charles P. Olson, for J. Vernon 
Cook; A. Gallagher, for Brotherhood 
of Railroad Trainmen, protestant; 
A. U. Miner, for Interstate Transit 
Lines and Union Pacific Stages, Inc., 
as their interest might appear. 


By the Commission: The above- 
entitled application was filed with the 
Commission February 14, 1950, and 
came on regularly for hearing before 
the Commission at its office in Salt 
Lake City, Utah, on the 22nd day of 
March, 1950. Due and legal notice 
of the hearing was served upon in- 


terested parties by mail and by publi- 
cation of notice of hearing in a news- 
paper of general circulation published 
in Salt Lake City, Utah. 

The Brotherhood of Railroad 
Trainmen, through A. Gallagher, lo- 
cal chairman of the Brotherhood’s 
Lodge No. 905 at Salt Lake City, ap- 
peared as a protestant. Interstate 
Transit Lines and Union Pacific 
Stages, Inc. appeared as their inter- 
ests might be affected. 

Upon the representation of the ap- 
plicants that the only purpose and 
effect of the application was to lease 
for a period of five years operating © 
rights held by Burlington Transporta- 

83 PUR NS 





UTAH PUBLIC SERVICE COMMISSION 


tion Company under its Certificates of 
Convenience and Necessity Nos. 817 
and 818, said Interstate Transit Lines 
and Union Pacific Stages, Inc. were 
excused from further participation in 
the hearing, remaining parties thereto 
for the purpose of receiving a copy of 
the Commission’s report and order in 
this case. 

In these findings and conclusions, 
the above-named applicants will be re- 
ferred to as “Burlington” and “Cook” 
and the above-named protestant, 
Brotherhood of Railroad Trainmen, as 
the “Brotherhood.” 

From the evidence of record, the fol- 
lowing report, findings, and conclu- 
sions are made: 

Burlington is a corporation organ- 
ized and existing under the laws of the 
state of Illinois, with its principal place 
of business at Chicago, Illinois, and is 
duly qualified to conduct and carry on 
business as a common carrier by mo- 
tor vehicle of passengers and a limited 
amount of property within the state of 
Utah. A true copy of its articles of 
incorporation is now on file with this 
Commission. 


J. Vernon Cook is an individual re- 
siding at Logan City, Cache county, 
state of Utah, and engaged in the busi- 
ness of the transportation as a common 
carrier of passengers for hire by motor 
vehicle within the state of Utah doing 


business under the name of Cook 
Transportation Company. Cook has 
for more than five years last past been 
engaged in the transportation of pas- 
sengers by motor vehicle for hire be- 
tween points and places in the state of 
Utah. He is financially responsible as 
more fully appears from his financial 
statement on file with this Commission 
and from evidence adduced at said 
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hearing. He is able to perform all of 
the services required by public con- 
venience and necessity over the routes 
sought to be traversed under the lease 
proposed herein. 

Heretofore and on or about the 25th 
day of February, 1948, this Commis- 
sion, in Case No. 3214, issued to 
Burlington Certificates of Conven- 


ience and Necessity Nos. 817 and 818, 


authorizing Burlington under Certifi- 
cate No. 817 to engage in the move- 
ment of passengers, mail, and baggage 
between Lewiston, Utah, and Salt 
Lake City, Utah, via Highways Utah 
61 and U. S. 91, utilizing the Hot 
Springs-Nye corner cut-off, and au- 
thorizing Burlington under Certificate 
No. 818 to operate as a common car- 
rier by motor vehicle of passengers, 
freight, baggage, and express between 
Ogden, Utah, and the Utah-Idaho 
State Line by way of U. S. Highways 
89 and 91 and Utah Highways 101 
and 61, all as more fully appears in 
the order in said Case No. 3214, to 
which reference is hereby made for the 


particular terms and provisions of the § 


authority granted under said Certifi- 
cates Nos. 817 and 818. 

Burlington has since the said 25th 
of February, 1948, exercised and now 
continues to exercise the right and au- 
thority granted to it under said Cer- 
tificates Nos. 817 and 818. 


Heretofore and on or about the Ist 
day of February, 1950, an agreement 
in writing was made and entered into 
between Cook and Burlington, where- 
by and under the provisions of which, 
subject to the approval of this Com- 
mission, Burlington undertook and 
agreed to lease to Cook and Cook 
agreed to exercise said operating 
rights in said Certificates Nos. 817 and 
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RE BURLINGTON TRANSPORTATION CO. 


818 for a period of five years from 
and after the date of the consumma- 
tion of said lease. A counterpart of 
said agreement of lease was introduced 
in evidence in this case and is now on 
fle with this Commission. 

Burlington and Cook are ready, 
willing, and prepared to consummate 
said lease of February 1, 1950, and 
Cook is ready, willing, and prepared 
to file and maintain with this Commis- 
sion all policies of insurance or bonds 
required by law for the protection of 
the public and will keep the same in 
force and effect during the whole of the 
time Cook operates as a common car- 
rier of passengers, their baggage and 
express, pursuant to said agreement. 
Cook will comply with all provisions 
and requirements of the laws of the 
state of Utah relative to the operation 
of motor vehicles for hire and will, in 
@ operating under said authority, com- 
@ ply with all rules and regulations pro- 
mulgated by this Commission. The 
performance of service by Cook pursu- 
@ ant to said lease agreement will not 
create any additional hazard or any 
undue burden upon the highways of 
the state of Utah. Cook will not im- 
pair or limit the service now or here- 


' Bi tofore rendered to the public by Bur- 


i lington, and the performance by Cook 
7 of the service sought tg be performed 
i] pursuant to said lease will be in the 
3 public interest. 


[1-3] The Brotherhood of Rail- 
road Trainmen filed herein their writ- 
ten protest and appeared and protested 
] orally at the hearing. The basis of the 
protest of the Brotherhood, as set 
forth in the written instrument on file 
herein and in their oral appearance at 
the hearing, is that the two employees 
of Burlington presently operating 


79 


schedules over the route traversed by 
Burlington under said Certificates 
Nos. 817 and 818 are entitled to hold 
prior seniority rights on such opera- 
tion and are entitled to operate these 
schedules even though Burlington may 
enter into the proposed lease. The 
Commission, in this proceeding as it 
has done in other like cases, received 
evidence of the protest of Union rep- 
resentatives upon the ground that 
such evidence might bear upon the 
question as to whether the lease in- 
volved were in the public interest. 
The evidence in this case indicates that 
Burlington is conducting operations 
under said Certificates Nos. 817 and 
818 at a severe loss, which cannot be 
continued without tending to impair 
its service not only in this operation 
but in other operations of Burlington. 
The evidence further indicates that if 
the proposed lease were not granted, 
Burlington would seek to abandon en- 
tirely its operations under said certifi- 
cates, which abandonment, if au- 
thorized, would tend to restrict the 
service available to the public and 
be adverse to public interest. Cook, 
being familiar with the operations 
here involved and having a small 
organization, is in a position to 
operate under said authority more 
economically than Burlington can 
do. It is in the public interest 
that the operation be maintained and 
that Cook be afforded an opportunity 
to conduct such operations. This 
Commission is without jurisdiction to 
determine the rights and duties of 
Burlington or the Brotherhood under 
the Union contract presently in force 
between these parties. Likewise this 
Commission is without jurisdiction to 
impose upon Cook contractual obliga- 
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tions of employment. The approval 
of said lease is therefore necessarily 
without prejudice to any rights or 
remedies which Burlington or the 
Brotherhood or its members may have 
under said contract. 

The Commission therefore con- 
cludes and decides that said agreement 


of lease of February 1, 1950, should 
be approved and, pursuant thereto, 
Cook should be authorized to exercise 
the rights of Burlington under said 
Certificates Nos. 817 and 818. 

An appropriate order will follow. 
[Order omitted herein. ] 








MASSACHUSETTS DEPARTMENT OF PUBLIC UTILITIES 


Re Boston Consolidated Gas Company 


D.P.U. 8655 
March 23, 1950 


etapa by the Department as to propriety of rates of 
gas company; rates approved and investigation terminated. 


Apportionment, § 3 — Burden of proof — Apportionment between accounts. 


1. The burden is strictly on a utility to produce evidence segregating its 
capital accounts as between property used for utility operation and that used 


to earn other income, p. 82. 
Return, § 92 — Gas company. 


2. A gas company’s return of 3.3 per cent on its net gas plant investment is 


not excessive, p. 83. 


Return, § 92 — Gas company — Space-heating operations. 
3. A gas company’s return of 4.72 per cent on funds invested in space-heat- 
ing and similar service, including working capital, was considered neither 
discriminatory nor prejudicial as to this class of customer, p. 83. 


Rates, § 389 — Gas — Value of space-heating service. 
Discussion of the question whether rates for gas ‘for space heating have 
arrived at a point where they could be said to exceed the value of the service 


to the users, p. 83. 


APPEARANCE: Robert H. Holt, for 
Boston Consolidated Gas Company. 

By the DEPARTMENT: This is an 
investigation by the Department on its 
own motion of certain rate schedules 
of Boston Consolidated Gas Company 
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identified as M.D.P.U. 171 to 174, 
inclusive, filed May 16, 1949, to be 
effective June 1, 1949. These pro- 
posed rates were suspended under § 94 
of Chap 164 until April 1, 1950, un- 
less otherwise ordered, and a public 
hearing was held as to their propriety. 





RE BOSTON CONSOLIDATED GAS CO. 


The rates sought to be changed in 
this filing comprise solely rates for 
residence and building heating and 
other comparable purposes. This 
company has set up its residence heat- 
ing rates on an area basis, whereby 
the domestic use in a house of a given 
floor area is estimated and charged for 
at one rate and the excess over such 
estimated domestic use, which is as- 
sumed to be the residence heating use, 
is charged for at another and lower 
rate. The increase sought in these 
proceedings so far as it affects resi- 
dential use is solely in the rate for 
the excess, i. e., estimated heating use, 
and increases such price by 10 cents 
per thousand cubic feet. For usages 
over 10,000 cubic feet per month, this 
amounts to 16% per cent increase, be- 
fore discounts. 

The last change in respondent’s 
heating rates, except for some rela- 


tively minor readjustments, was ap- 


proved effective July 1, 1947, in 
D.P.U. 7710, 70 PUR NS 1. At the 
time of the hearing in that case, re- 
spondent showed an income balance 
transferable to profit and loss on its 
entire operations during the previous 
year of under 3.22 per cent of capital 
stock and premium. On its space- 
heating operations alone, it estimated 
a small current loss. After the then 
increase, it was estimated that the re- 
spondent would still net less than 3 
per cent on its capital account on its 
current operations. 

On November 14, 1947, respondent 
filed revised schedules of rates for uses 
other than house heating which were 
estimated to increase annual revenues 
by $2,087,000. After hearings, these 
rates were disallowed (D.P.U. 7966) 
and new schedules were ordered to be 


[6] 


filed to be effective October 1, 1948, 
which it was estimated would in- 
crease respondent’s earnings position 
by $1,568,000 annually. These will 
be referred to as D.P.U. 7966 rates. 
In arriving at this conclusion, we held 
that certain of respondent’s estimated 
costs were unduly high but that the 
estimated increased revenues resulting 
from the increased space-heating rates, 
hereinbefore referred to, had, in the 
meantime, become very largely dissi- 
pated by increased expenses. It was 
found, on the basis of the company’s 
own revenue estimates, without ad- 
justment, that the rates as allowed by 
the Department would provide net 
earnings transferable to profit and loss 
of about $1,400,000, which would rep- 
resent a return of 4.3 per cent on re- 
spondent’s outstanding stock and 
premium. Respondent thereafter filed 
a bill in equity in the supreme judicial 
court under G.L. Chap 25, § 5, for 
a review of this decision. In this pro- 
ceeding, it sought and obtained an in- 
junction whereunder it was permitted 
to bill its customers under the rates 
as originally filed. These rates will 
be referred to as the filed rates. 

The difficulty of projecting esti- 
mates into the future is graphically 
presented in this case. The Depart- 
ment has necessarily had to rely on 
company estimates and, as stated be- 
fore, on the basis of the company’s 
estimates found that earnings of $1,- 
400,000 would be derived from the 
rates as allowed by it. The revenues 
of the company were adversely af- 
fected by the unusually warm weather 
in the winter of 1948-1949. The 
official report of the U. S. Weather 
Bureau states that this was the warm- 
est winter in fifty years. The reduc- 
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tion in revenues due to this fact, to- 
gether with additional increased costs 
of fuel, labor, and taxes since the date 
of the Department’s order have, it 
appears, drastically reduced the earn- 
ings of the company to the point 
where estimated earnings including 
the $394,073 additional revenue 
sought under the proposed increased 
space-heating rates will be consider- 
ably below the amounts then estimated 
to be realized under the D.P.U. 7966 
rates. These factors were not, of 
course, before us in D.P.U. 7966 but 
were a part of the record taken on 
appeal before the master appointed by 
the supreme judicial court and, pre- 
sumably, will be before the court by 
virtue of the decision in Lowell Gas 
Co. v. Department of Public Utilities 
(1949) 324 Mass 80, 78 PUR NS 
506, 84 NE2d 811. 


As of December 31, 1948, the com- 
pany shows in its annual return an 
investment in gas plant of $51,203,- 
300. The gas plant depreciation re- 
serve as of the same date totaled $9,- 
597,804, making a net investment in 
gas plant less depreciation reserve of 
$41,605,496. Electric plant invest- 
ment is reported at $1,360,016 with a 
depreciation reserve thereon of $492,- 
757 making a net electric plant of 
$867,259. Common stock in the 
amount of $31,677,600 is outstanding 
with premiums paid in thereon of 
$640,068. Long-term debt was stated 
to be in the amount of $9,000,000, 
bearing interest at the rate of 3 per 
cent and notes payable were reported 
of $1,600,000 with a 2 per cent in- 
terest rate. The balance sheet showed 
an accumulated earned surplus of $2,- 
351,519. The respondent introduced 
in evidence in these proceedings a bal- 
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ance sheet as of April 30, 1949, show- 
ing no substantial change in its plant 
investment accounts but showing a 
reduction of $900,000 in outstanding 
notes payable, an increase of $338,000 
in its total depreciation reserve and an 
increase of $248,000 in its surplus 
account. It therefore appears that the 
total capital funds of $41,317,668 rep- 
resented by stock, premium, and long- 
term debt, the issuance of which has 
been authorized by this Department 
and its predecessors, corresponds 
closely to the company’s reported net 
plant investment in gas and electric 
properties. 

The proposed increase in space- 
heating rates under investigation 
herein will, according to company es- 
timates, increase its gross annual rev- 
enues by $394,073. This estimate is 
based on 1948 actual consumption, and 
will result in a net annual increase 
after Federal income taxes of $244,- 
325. 

The evidence in the present proceed- 
ings as to the over-all earnings of the 
respondent satisfies us that it is in 
need of additional revenue in order to 
enable it to realize a reasonable return 
upon its investment, even assuming 
that the court eventually holds it is en- 
titled to collect the filed rates. 

[1] The company’s estimate of its 
gross income before interest for 1949 
from gas operations amounted to 
$740,271 under the D.P.U. 7966 
rates. This figure included $107,900 
of estimated nonoperating income 
which is not lawfully to be considered 
by us in computing respondent’s rate 
of return. Lowell Gas Co. v. Depart- 
ment of Public Utilities, supra. How- 
ever, as we have said before, the bur- 
den is strictly on respondent in these 
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proceedings, and it failed to introduce 
any evidence segregating its capital 
accounts as between property used for 
this purpose and that used to earn 
other income. Furthermore, no evi- 
dence was presented supporting the 
segregation of expenses reported by 
the company. A noteworthy example 
of the accounting problems resulting 
from the existing state of the law is 
in the treatment of income taxes.’ 
For this reason and until we can find 
some basis in the record for holding 
otherwise, we will assume that all of 
the property so used is included in gas 
operating plant, and we will include 
such earnings in our computation. 
[2] If the actual earnings figure is 
further revised to include the effects 
of (a) a substantial wage increase 
granted during the year; (b) the filed 
rates for the entire year; and (c) the 
presently proposed increase in annual 
revenue as estimated by the company, 
it will still realize only $1,452,714 be- 
fore interest from combined gas and 
electric operations. This represents a 
return of slightly less than 3.5 per cent 
on net utility operating plant. Of this 
amount, $1,384,437 represents earn- 
ings from gas operations, which is a 
return of slightly more than 3.3 per 
cent on net gas plant investment. The 
balance transferable to profit and loss 
from combined operations of $1,112,- 
3 714 represents a return of 3.44 per 
m cent on capital stock and premium. 
i None of these rates of return ap- 
y proaches the figures of 4.3 per cent 
| approved by us in D.P.U. 7966. 
| It being clear that the general reve- 
§ nue situation of the company requires 


approval of this proposal, the ques- 
tions remain (1) whether such new 
revenues are properly to be collected 
from this particular class of user and 
(2) whether the value of the service 
to these consumers justifies the in- 
creased charge. 

[3] By assigning all of the water 
gas and propane air equipment to this 
service, and by making allocations 
which seem reasonable of its other 
plant, the respondent established that 
it had an investment in space-heating 
and similar service, including working 
capital, of $8,956,542. Gross sales 
for 1948, corrected pro forma to re- 
flect the proposed rates plus assign- 
able nonoperating income less pro- 
rated expenses would leave a net in- 
come before interest of $423,109 from 
this class of users. This represents a 
return of 4.72 per cent on the invest- 
ed funds and, accordingly, we con- 
clude that the proposed increased 
rates are neither discriminatory nor 
prejudicial as to this class of cus- 
tomer. 

In order to support its contention 
that the value of service justifies the 
proposed increase, the company intro- 
duced evidence as to the increase in 
cost of gas for space heating, includ- 
ing the proposed increase, over a base 
figure in 1941 as compared with the 
percentage increases in other and com- 
petitive fuels. It appears that, with 
the proposed rates, the cost of gas for 
heating will have increased 95.5 per 
cent during this period. Comparable 
figures through May 1, 1949, are: 
for hard coal, 64.8 per cent ; coke, 62.3 
per cent; No. 2 oil (used in central 





1 Though the company maintains that its 
| merchandising and jobbing income is not to be 
considered by us, the corporate income tax ac- 
i crued is computed on the over-all earnings, 


including the M & J revenue, and is charged 
in toto in Account 551, Taxes Assignable to 
Gas or Electric Operation. 
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heating), 76.2 per cent; and No. 1 oil 
(range oil), 86 per cent. While the 
relative increases so tabulated would 
indicate that, with the proposed in- 
crease, the value of gas as a heating 
fuel is being adequately recognized, 
we do not believe that the price of gas 
for space heating has yet arrived at a 
point where it could be said that it ex- 
ceeds the value of such service to the 
users. This is particularly true since 
the concept of value seems to us to be 
important principally where there is 
no competing service, and since there 
is obvious, effective, and energetic 


competition between gas for space 
heating and other fuels. 

For the foregoing reasons and upon 
the facts as found, after due notice, 
public hearing, investigation, and con- 
sideration, it is 

Ordered: That the rates and 
charges specified in M.D.P.U. 171, 
172, 173, and 174 of Boston Consoli- 
dated Gas Company, filed May 16, 
1949, are hereby approved to be effec- 
tive March 31, 1950, and it is 

Further ordered: That the investi- 
gation in D.P.U. 8655 be and the same 
hereby is terminated. 





WYOMING PUBLIC SERVICE COMMISSION 


Re Wyoming Gas Company 


I & S Docket No. 9143 
March 21, 1950 


PPLICATION for approval of proposed natural gas rate in- 
A crease; approval denied. 


Expenses, § 86 — Payment to affiliate — Natural gas supply. 
1. A natural gas distributing company may not be allowed to charge to 
operating expenses for rate-making purposes the increase in the cost of 
natural gas acquired from an affiliated pipe-line company, where the in- 
crease did not result from a contract entered into between two independent 
companies on an arm’s-length basis, there is no evidence as to the reasona- 
bleness of the increase, and it has not been approved by the Commission, 


p. 86. 


Valuation, § 141 — Original cost determination — Exclusion of labor costs. 
2. The book value of a natural gas company’s properties does not reflect 
the actual original cost of the plant when it does not include labor costs, 
since labor costs incident to construction are just as much a part of capital 
investment as material used in construction, p. 88. 


Valuation, § 122 — Rate base determination — Expense items. 


3. It is improper and inequitable to include in a proposed rate base the cost 
of labor items which have been charged to operating expense, p. 88. 


Return, § 9 — Fair value basis. 


4. The Commission is not required to base utility rates upon a fair value 


rate base, p. 92. 
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Return, § 6 — Cost or value basis. 


5. The Commission, in determining what are just and reasonable rates, may 
consider cost or value, or both, p. 92. 


Return, § 22 — Reasonableness — Investor and consumer interests. 
6. The fixing of utility rates involves a balancing of consumer and investor 


interests, p. 92. 


Valuation, § 36 — Rate base determination — Original cost basis. 
7. A proper rate base for a gas utility should be the original cost of its 
properties less depreciation and depletion reserve requirements, plus a rea- 
sonable amount for working capital, p. 92. 


APPEARANCE: Wilbur O. Hender- 
son, Attorney at Law, Basin, appear- 
ing for Wyoming Gas Company. 


By the Commission: On May 26, 
1949, Wyoming Gas Company, here- 
inafter referred to as “Wyoming,” 
filed with the Commission its revised 
rate schedules designated as above, 
thus and thereby seeking an increase 
in its rates and charges for natural 
gas furnished domestic consumers 
within the towns of Worland, Basin, 
and Greybull, Wyoming, from 45 
cents to 50 cents per thousand cubic 
feet. , On June 29, 1949, the Commis- 
sion on its own motion entered an or- 
der herein deferring the use of the 
proposed rates set forth in said sched- 
ules; and thereby ordered an investi- 
gation hearing to determine the pro- 
priety thereof. The matter was 
heard by the Commission at Basin, 
Wyoming, on August 10, 1949, with 
appearance as shown above. 

Wyoming is a Maine corporation 
organized in 1916 and domesticated in 
the state of Wyoming in 1917. It is 
a public utility engaged in the busi- 
ness of purchasing and selling natural 
gas to various classes of consumers 
within the above-named municipali- 
ties, under and pursuant to certificates 
of public convenience and necessity 
heretofore issued to it by the Commis- 


sion. It also furnishes natural gas to 
the Wyoming Industrial Institute lo- 
cated near Worland. Its principal 
office is located at Basin and it main- 
tains branch offices at Greybull and 
Worland. It acquired its original nat- 
ural gas properties at Basin and Grey- 
bull from the Big Horn Oil and Gas 
Company in 1916; and it constructed 
its distribution system within the city 
of Worland in 1927. It purchases its 
natural gas supply from the Big Horn 
Gas Company and takes delivery 
thereof at the town gates of Basin, 
Worland, and Greybull. All of its 
capital stock consisting of 4,000 
shares having no par value, has been 
issued and same is outstanding. It 
has no bonded indebtedness or other 
outstanding securities. 


Big Horn Gas Company, herein- 


” 


after called “Big Horn,” is a Maine 
corporation duly authorized to do 
business in this state. It owns and 
operates a natural gas pipe line ex- 
tending from Little Buffalo gas field 
located near the northwest corner of 
Hot Springs county, to the outskirts 
of the towns served by Wyoming. It 
does not produce natural gas, but is 
engaged solely in the business of pur- 
chasing said commodity and transport- 
ing the same via its pipe lines for re- 
sale to Wyoming and various indus- 
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trial users. Big Horn served the oil 
refinery at Greybull, formerly oper- 
ated by the Standard Oil Company of 
Indiana, until same closed early in 
1949. It purchases its gas supply 
from the Stanolind Oil and Gas Com- 
pany at the above-named gas field. 
The outstanding capital stock of Big 
Horn is owned equally by Wyoming 
and the Ohio Oil Company. 

[1] Wyoming offered no evidence 
in this proceeding as to the amount 
paid by its intermediate affiliated sup- 
plier for gas purchased from Stano- 
lind at said field. It appears, however, 
from the records of the Commission 
that on July 1, 1949, Stanolind Oil 
and Gas Company, without the sanc- 
tion of the Commission increased its 
field price for natural gas from 4 cents 
to 7 cents per thousand cubic feet. 
The file herein indicates that on June 
1, 1949, Big Horn, without the ap- 
proval of the Commission, increased 
its price for gas delivered to Wyoming 
at the town gates of Basin and Grey- 
bull from 11 cents to 16 cents per 
thousand cubic feet; and. that it in- 
creased its price for natural gas de- 
livered to Wyoming at the town gate 
of Worland from 15 cents to 16 cents 
per thousand cubic feet. Wyoming 
contends that it cannot absorb this in- 
creased cost of natural gas and still 
earn a reasonable rate of return upon 
the “present fair value” of its proper- 
ties dedicated to public use; and un- 
less it is granted the rate increase 
sought, it will be deprived of its prop- 
erty without due process. The in- 
creased rates imposed upon Wyoming 
by Big Horn did not result from a 
contract entered into between two in- 
dependent companies on an “arm’s- 
length” basis. On the contrary, they 
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emanate from a mutual understanding 
between Wyoming and its said affil- 
iate. 

The evidence herein does not show 
whether Big Horn increased the price 
of natural gas to its industrial consum- 
ers. The evidence, however, does in- 
dicate that one of the reasons for the 
increase to Wyoming was to compen- 
sate Big Horn for the loss of its ma- 
jor industrial user, the Greybull Re- 
finery. Domestic consumers of 
Wyoming should not be required to 
absorb this loss of industrial con- 
sumer revenue sustained by Big 
Horn. Said new rates were accepted 
by Wyoming as a matter of routine 
and without complaint to the Commis- 
sion ; and it now seeks authority to re- 
coup the increase from its domestic 
consumers. 


Big Horn is a gas pipe-line utility J 


as said term is defined by § 64-101, 
Wyo Comp Stats 1945. 
procured a certificate of public con- 
venience and necessity from the Com- 
mission authorizing it to operate as 


such in this state; nor has it filed rate § 


schedules with the Commission for ap- 
proval. This company paid a dividend 
of more than 9 per cent to its stock- 
holders during the year 1948. The net 
profit earned by this company for said 
year (1948 Annual Report) Trans.— 


“Exhibit C,” applied to a rate base de- § 


termined by adding a reasonable work- 
ing capital to its depreciated plant ac- 
count as shown by said report, indi- 
cates that its rate of return for 1948 
was extremely large compared to re- 
turns of other natural gas utilities. In 
the absence of countervailing evidence, 
it appears to us that any increase in 
the price of gas sold by Big Horn to 
Wyoming may be unjust and unrea- 
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sonable. We are not called upon or 
required to determine a just and rea- 
sonable rate structure for this corpo- 
rate utility in this proceeding. Never- 
theless, until its increased charges to 
Wyoming for natural gas have been 
approved by us, we will not permit the 
use thereof in the determination of 
rates to be charged by Wyoming 
which will produce sufficient operating 
revenue to enable it to earn a reason- 
able rate of return on a rate base pro- 
posed by it or established by us. 
Wyoming contends that it is en- 
titled to have its rates fixed by the 
Commission at a level which will per- 
mit it to earn a reasonable rate of re- 
turn upon the “present fair value” of 
its property used and useful in serving 
its consumers. It used two methods 
(“chart” and “appraisal’’) to deter- 
mine the “present fair value” of its 


properties—both based upon repro- 
duction cost new less observed depre- 


ciation. Using the so-called “ap- 
praisal” method, it introduced evidence 
from which it estimated that it would 
cost $530,476.18 to reproduce its util- 
ity properties. Wyoming then offered 
evidence under the “chart” or “trend- 
ed original cost” method to indicate 
what the original cost of its properties 
would have been if 1947 prices had 
been paid for labor and materials 
throughout the entire period of their 
piecemeal construction. From this 
evidence, Wyoming estimated the re- 
production cost of its properties to be 
$547,598.62. It used the “per cent 
condition” or observed depreciation 
method to determine the amount of 
“actual” depreciation in its properties. 
Applying the percentage of deprecia- 
tion (as observed by its engineer in 
its various classes of property) to the 
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reproduction cost of its properties cal- 
culated by the chart method, it esti- 
mated depreciation therein amounting 
to $68,540.27, or 124 per cent. On 
the same basis, it estimated that the re- 
production cost of its properties ar- 
rived at through the use of the ap- 
praisal method should be depreciated 
by the sum of $30,596.06, or approxi- 
mately 6 per cent. Thus, Wyoming 
says the present fair value of its utility 
properties under the appraisal method 
is $499,880.12; and that the value 
thereof calculated by the chart method 
is $479,058.34, a difference of $20,- 
821.78. 

Wyoming’s treasurer testified that 
on a practical operating basis Wyom- 
ing required a working capital of $35,- 
000, primarily to take care of operat- 
ing expenses during the lag in the re- 
ceipt of revenues. By adding this 
amount to the present fair value fig- 
ures set forth above, it submits two 
rate base figures for the consideration 
of the Commission, namely, $534,- 
880.12 (Appraisal method) and 
$514,058.34 (Chart method). Using 
these rate base figures as measuring 
rods, Wyoming points out that its 
rate of return for 1948 was (1) Ap- 
praisal method—4.5 per cent, and (2) 
Chart method—4.22 per cent; that 
based on 1948 business, using the in- 
creased cost of gas at the town gates 
and no increase in rates, its rate of re- 
turn for 1949 would be (1) Appraisal 
method—1.8 per cent and (2) Chart 
method—1.88 per cent ; and that based 
on 1948 business, using increased cost 
of gas at the town gates and the pro- 
posed new rates, its rate of return 
would be (1) Appraisal method—4.18 
per cent, and (2) Chart method— 
4.35 per cent. 
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Wyoming calculated the reproduc- 
tion cost of its plant properties (orig- 
inal construction, acquisitions, exten- 
sions, and replacements) through the 
use of the “chart” method, by taking 
the book value thereof, $292,873.48, as 
shown by its 1948 annual report to the 
Commission and applying thereto 
1947 prices for labor and materials. 
The multipliers used by it were taken 
from a chart prepared by witness 
Moore showing variations in pipe-line 
construction costs from 1931 to 1947. 
For example, Wyoming’s line from 
Worland to the Wyoming Industrial 
Institute was constructed in 1931. Ac- 
cording to Wyoming’s books (plant 
account ) this line cost $13,573.38. Ac- 
cording to said chart, a distribution 
property unit that cost $100 in 1931 
would cost $179.50 in 1947, or 79.5 
per cent more than it would have cost 
in 1931. Thus, Wyoming multiplied 
its book cost of said line by 1.795 and 
determined that the cost thereof in 
1947 would have been $24,364.21, or 
$10,790.83 more than the line cost in 
1931. 

Wyoming completed its office build- 
ing at Worland in 1948. Witness 
Feddersen testified that it cost $10.70 
per square foot, including labor, to 
construct this building. Wyoming 
used this unit cost figure to compute 
the reproduction cost of its office build- 
ings at Basin and Greybull. 

[2,3] It has been the policy of 
Wyoming’s management to charge la- 
bor costs to operating expense rather 
than to its plant investment account. 
By reason thereof, it appears to us 
that the keystone figure ($292,873.- 
48) which Wyoming broke down and 
used to compute the reproduction cost 
of its plant by the chart method, does 


83 PUR NS 


not reflect the actual original cost of 
said plant because it does not include 
labor costs. 

In our opinion, labor costs incident 
to construction are just as much a part 
of the capital investment of a gas util- 
ity as the material it uses in the con- 
struction of its entire plant. Failure 
to capitalize labor distorts the invest- 
ment, depreciation, and operating ac- 
counts of a public utility. Moreover, 
we cannot clearly determine from the 
record herein whether the cost of the 
original pipe removed by Wyoming 
from its distribution system and re- 
tired from service (75 per cent) re- 
mains on its books, or whether same 
has been deducted from its plant ac- 
count. Neither does the transcript 
herein reveal whether Wyoming’s util- 
ity properties at Basin and Greybull 
were entered on its books at their orig- 
inal cost, at a depreciated cost, or the 
amount which Wyoming paid the Big 
Horn Oil and Gas Company for same. 

The chart prepared by witness 
Moore was developed from records 
showing the cost of all items entering 
into the construction of a gas distribu- 
tion system, including labor and trans- 
portation. Wyoming applied multi- 
pliers from this chart to book value 
figures for acquisitions. It also ap- 
plied multipliers therefrom to book 
cost figures for original plant construc- 
tion, extensions, and replacements 
which did not include labor costs. It 
applied a single multiplier (1.795) to 
all book costs and book values entered 
prior to 1931, regardless of whether 
the properties involved were pur- 
chased by Wyoming or constructed by 
it. 


We are cognizant of the fact that 
the variations in labor costs from 1917 
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to 1947 did not parallel variations in 
material costs during the same period. 
Since the cost of labor forms a large 
percentage of the total cost of pipe- 
line construction, the application of 
multipliers from the Moore chart to 
book material costs only, produces re- 
sults which are untenable. Such mul- 
tipliers should never have been applied 
to the purchase price of acquired util- 
ity properties. Wyoming recognized 
labor costs as a proper capital expen- 
diture when it determined the repro- 
duction cost of its office buildings at 
Basin and Greybull, as the calculated 
unit cost of its Worland building 
($10.70 per square foot) includes la- 
bor. Therefore, Wyoming offers for 
consideration an “over-all” chart re- 
production cost figure reflecting a pipe- 
line reproduction cost figure which 
does not include labor, and a reproduc- 
tion cost figure for buildings which 
does include labor. 


the “ap- 


Wyoming determined 
praised” reproduction cost of its utility 
properties by first calculating the cost 
of the various sizes of pipe included in 
its distribution system, at current 
prices furnished by witness Hayes. It 
then added thereto the estimated labor 


cost of re-laying the same. To this 
sum it added the cost of meters and 
fittings, at present prices, and the re- 
production cost of buildings calculated 
in the manner above outlined. Auto- 
mobiles and trucks were included at 
their book value and a ditching and 
welding machine was included at cost. 
Just prior to the hearing herein, Wyo- 
ming constructed 948 feet of new 3- 
inch pipe line within the town of Grey- 
bull. It kept a labor cost record on 
this work and determined therefrom 
that the unit cost of laying said pipe 


was $1.043 per foot. Wyoming ap- 
plied this labor unit cost to the num- 
ber of feet of pipe in its distribution 
system (247,903 feet) and thus deter- 
mined that it would cost $258,337.19 
to re-lay the same. 

We observe from “Exhibit 6,” re- 
ceived in evidence in this proceeding, 
that Wyoming’s distribution system 
contains pipe varying from one inch 
to 8 inches in diameter. Thus, Wyo- 
ming took the labor unit cost of laying 
less than 3 blocks of 3-inch pipe and 
applied the same uniformly to the vari- 
ous sizes of pipe within its entire dis- 
tribution system, without regard to 
such matters as depth, size of pipe, 
width of trench, nature of soil, or the 
existing surface of the street above the 
pipe. It is a well-known fact that it 
costs much more to lay an 8-inch pipe 
line than it does to lay a 1-inch line. 
The reason therefor is obvious. The 
material, as well as the labor costs in- 
cident to handling, stringing, welding, 
coating, and wrapping, increase pro- 
portionately with the size of the pipe 
used. It is also apparent to us that 
the labor cost in laying an isolated 
stretch of 948 feet of pipe would be 
proportionately greater than it would 
be in laying a longer line. Wyoming 
determined its labor unit cost, above 
set forth, from the amount it paid for 
labor in constructing a short welded 
line. We observe from its tax returns 
that most of the pipe within its dis- 
tribution system is screwed together 
and not welded at all. We point out 
these things to show the inadequacy 
of the evidence offered by Wyoming 
for our consideration in determining 
the propriety of a labor cost figure 
which constitutes more than half of 
the reproduction cost of its plant de- 
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termined by the appraisal method. We 
think it is improper and inequitable to 
include in a proposed rate base the 
cost of labor items which already have 
been charged to operating expense, as 
this procedure compels the consumer 
to pay more than once for such expen- 
ditures. We also observe that Wyo- 
ming did not consider its furniture 
and fixtures in calculating the repro- 
duction cost of its properties, either by 
the chart or the appraisal method ; and 
we further observe that under the ap- 
praisal method, it figured depreciation 
upon the present cost of the pipe with- 
in its distribution system only, and not 
upon said cost thereof plus the esti- 
mated labor cost of re-laying the same. 

Wyoming deducted from the figures 
representing the reproduction cost of 
its utility properties determined by 
both the “chart” and “appraisal” 
method, the percentage of depreciation 
therein as determined by its expert 
witness, George Donnell. This engi- 
neer made a physical examination of 
the pipe within its distribution system 
at five so-called “hot spots” designated 
by him within the town of Greybull, 
and at four such spots selected by him 
in the town of Basin. He made no 
examination of Wyoming’s distribu- 
tion system in Worland, but testified 
that as city engineer of Worland he 
was familiar with the condition of the 
pipe in said city. He found that all 
of Wyoming’s wrapped or replaced 
pipe was “just exactly as good as when 
it left the mill” and “the original pipe 
that is still in the ground has depre- 
ciated approximately 25 to 30 per 
cent.” For rate-making purposes, 
Wyoming calculated the amount of 
plant depreciation reserve (actual ex- 
isting depreciation) upon Mr. Don- 
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nell’s expert testimony. It refused, 
however, to accept his opinion with 
reference to depreciation in the 
wrapped pipe and figured it at 10 per 
cent “to be safe.” Mr. Donnell un- 
covered and examined pipe at nine 
points. Assuming that each point ex- 
amined represented 2 feet of pipe, he 
actually examined only 18 feet of the 
pipe comprising Wyoming’s distribu- 
tion system (247,903 feet) or seven 
thousandths of one per cent thereof. 
If Mr. Donnell actually selected “hot 
spots” his inspection would be far 
from “representative” as he testified. 
Moreover, this witness did not know 
how long the pipe he was examining 
had been in the ground. 

Actual existing depreciation in util- 
ity property is the extent to which the 
service or economic life thereof has 
been consumed due to such elements 
as exhaustion of gas supply, wear, in- 
adequacy, and obsolescence. It is a 
“hole” in the utility’s assets. Mr. 
Donnell’s estimate of existing depre- 
ciation in Wyoming’s properties was 
based primarily upon a sporadic visual 
inspection of physical deterioration. 
He did not consider inadequacy or ob- 
solescence, the other functional causes 
of depreciation above enumerated or 
the service life of the pipe which Wyo- 
ming has heretofore removed from its 
distribution system and retired from 
service (75 per cent). We conclude 
that the observed depreciation claimed 
by Wyoming does not give full or 
proper consideration to all factors con- 
tributing to the retirement of utility 
property; and that same does not re- 
flect the actual existing depletion and 
depreciation or the diminution in the 
service life of its properties. 

For rate-making purposes, Wyo- 
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ming claims that the condition of its 
plant approaches 90 per cent of brand 
new. Its 1948 annual report shows 
depreciation in original value of en- 
tire plant, including buildings, furni- 
ture and fixtures, and automobiles, 
® amounting to 57 per cent. The dis- 
crepancy between these percentages in- 
dicates that Wyoming has accumu- 
lated an excessive book depreciation 
reserve. Apparently the amount which 
it has heretofore deducted from op- 
erating revenue by way of annual de- 
preciation expense has no factual basis, 
and same has not been the true meas- 
ure of its actual annual depreciation 
requirement. Therefore, its annual net 
earnings have been higher than those 
disclosed by its annual reports to the 
Commission. 

Unless the actual existing depre- 
ciation in the properties of a public 


utility approximate the depreciation 
reserve as shown on its books, an in- 
justice results to both the utility and 


its consumers. Ifa utility deducts ex- 
cessive annual depreciation expense 
from its operating income and plows 
same back into capital investments, the 
consumer pays twice for depreciation. 
He pays day in and day out for depre- 
ciation to build up the reserve and 
then pays forever upon capital con- 
tributed by him. In short, this pro- 
cedure makes the consumer an unwill- 
ing investor without any proprietary 
interest in the utility. 

Wyoming, by two different meth- 
ods, developed two proposed rate bases 
in this proceeding. As a result, it ar- 
i rived at two rates of return reason- 
ably close together, one method 
(chart) includes only a small amount 
of labor costs and the other (ap- 
praisal) includes $258,377.19 for la- 


bor. The results thus obtained leave 
the Commission without knowledge of 
the true facts or confidence in either 
method. 

The reproduction cost estimates de- 
termined by Wyoming amount to ap- 
proximately twice the book value of 
its properties, although the record 
herein shows that the greater portion 
thereof was constructed over a span 
of years which included three infla- 
tionary periods. In projecting these 
estimates, Wyoming has given no con- 
sideration to the great advances in the 
science of construction since 1917 and 
the improvements in the quality of pipe 
and equipment used in the natural gas 
industry today, which provide a bet- 
ter plant at practically the same cost. 

We have fully considered the hypo- 
thetical reproduction cost estimates 
presented by Wyoming and find that 
they are not predicated upon facts; 
that the two methods employed to de- 
velop said estimates are basically er- 
roneous and fictitious; and that same 
produce illusory and irreconcilable re- 
sults; that the reproduction cost stud- 
ies presented by Wyoming absolutely 
ignore its actual experience and de- 
velopment as a gas utility; that the 
evidence offered in support of said pro- 
posed rate base figures consists of con- 
jectures which have plagued regula- 
tory bodies since the case of Smyth v. 
Ames (1898) 169 US 466, 42 L ed 
819, 18 S Ct 418; and that said pro- 
posed rate bases do not furnish a re- 
liable and dependable yardstick for our 
use in determining a fair rate of return 
in this proceeding. 

We denounced the “current cost 
new” method of developing a rate base 
in our order (Re Mountain States 
Teleph. & Teleg. Co.) entered in 
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Docket No. 9108 on January 12, 1948, 
72 PUR NS 81, 84, when we said: 

“In passing, may it be said also that 
the Commission in its deliberations 
has given no weight whatsoever to evi- 
dence of applicant offered for the pur- 
pose of fixing its rate base on a ‘cur- 
rent cost new’ basis. The innocuous 
appearing phrase, when reduced to 
purpose, is nothing more than ‘repro- 
duction cost new’ on the major items 
of its plant. The Commission does 
not construe its statutory authority to 
require consideration of this ‘phantom 
of engineering delight,’ and the Com- 
mission does not regard such evidence 
as helpful for rate-making purposes. 
(See Federal Power Commission v. 
Natural Gas Pipeline Co. [1942] 315 
US 575, 86 L ed 1037, 42 PUR NS 
129, 62 S Ct 736; Colorado Interstate 
Gas Co. v. Federal Power Commission 
[1945] 324 US 581, 89 L ed 1206, 58 
PUR NS 65, 65 S Ct 829; Panhandle 
Eastern Pipe Line Co. v. Federal 
Power Commission [1945] 324 US 
635, 89 L ed 1241,.58 PUR NS 100, 
65 S Ct 821.)” 

[4,5] Under rate-making authority 
delegated to us by the legislature, we 
are empowered to fix “just and rea- 
sonable” rates for public utilities. The 
phrase “just and reasonable” is not 
absolute. The legislature has not pre- 
scribed a formula to be applied by us 
to determine or test the reasonableness 
of utility rates. In determining what 
are just and reasonable rates we may 
consider cost or value, or both (§ 64— 
118 Wyo Comp Stats 1945). There 
is no constitutional limitation requir- 
ing us to bottom utility rates upon a 
“fair value” rate base. Federal Pow- 
er Commission v. Hope Nat. Gas Co. 


(1944) 320 US 591, 88 L ed 333, 51 
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PUR NS 193, 64 S Ct 281; Utah 
Power & Light Co. v. Public Service 
Commission (1944) 107 Utah 155, 56 
PUR NS 136, 152 P2d 542. 

[6,7] The fixing of utility rates in- 
volves a balancing of consumer and 
investor interests. If utility investors 
earn a reasonable dividend upon the 
actual and prudent investment cost of 
utility properties devoted to public use, 
i. e., the capital invested by them in 
the enterprise, they cannot ask for 
more. In our opinion, a proper rate 
base for a gas utility should be the 
original cost of its properties less de- 
preciation and depletion reserve re- 
quirements, plus a reasonable amount 
for working capital. 
termined in this manner is fair to both 
its investors and consumers. Further- 
more, it is practicable. It eliminates 
huge engineering and accounting costs 
for preparing reproduction cost esti- 
mates, a recurring process contingent 
upon fluctuating economic conditions. 
These appraisal costs must ultimately 
be paid by the ratepayer. 


It is unnecessary to prolong this 
opinion by a further discussion of the 


economic merits of either the 
value” or “original cost” concept of 
rate making. However, we wish to 
point out here that Wyoming, under 
its present rate structure, has been able 
to pay a reasonable dividend to its in- 
vestors, increase its surplus and in- 
vestment accounts; and invest large 
sums of money in other companies, 
the return upon which it has made no 
accounting to the Commission. Inas- 
much as the book depreciation reserve 
accumulated by Wyoming has been de- 
ducted from operating expense to 
show a minimum net profit for income 
tax purposes, we conclude that its 
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proper rate base should be the original 
cost of its properties less book depre- 
ciation reserve, plus a_ reasonable 
amount for working capital. 

The inflation of an alleged original 
cost of property to the “reproduction 
cost” thereof, is the only method pro- 
posed by Wyoming to determine a rate 
base in this proceeding. For the rea- 
™ sons herein stated, we do not feel jus- 
tified in accepting or using the original 


cost figures submitted by Wyoming, 
or those contained in its annual re- 
ports, to determine an “original cost” 
rate base, without more convincing 
proof as to their authenticity. 

Considering all of the evidence here- 
in we conclude that Wyoming has 
failed to establish that the rates pro- 
posed by it are just and reasonable and 
that any increase in its present rates 
and charges should be denied. 





COLORADO PUBLIC UTILITIES COMMISSION 


Re Greeley Gas Company 


Application No. 10445, Decision No. 34468 
March 25, 1950 


A PPLICATION by gas company for authority to issue first mort- 


gage bonds; authority granted. 


@ Security issues, § 99 — Capitalization ratios. 
A gas utility should keep its capital structure as close to a fifty-fifty ratio 


as possible. 


= APPEARANCE: Pershing, Bosworth, 
my Dick & Dawson, by Clyde W. Daw- 
a son, Denver, for applicant; Paul M. 
| Hupp, Denver, for the staff of the 
3 Commission. 


=" Bythe Commission: By the above- 
ll captioned application, filed on Febru- 
@ ary 15, 1950, Greeley Gas Company, a 
| corporation organized, existing, and 
| doing business under the laws of the 
| state of Colorado, seeks an order from 
| the Commission, pursuant to Subsec- 
ition (c) of § 30, Chap. 137, 1935 
| Colorado Stats Anno, as amended, 
| authorizing it to issue and sell $150,- 
000 principal amount of first mort- 


gage 4 per cent bonds of said company, 
under, and to be secured by indenture 
of mortgage and deed of trust to The 
United States National Bank of Den- 
ver, Colorado, as trustee, dated as of 
March 15, 1948, and supplemented by 
supplemental indenture of mortgage 
and deed of trust dated as of March 
15, 1950, which indenture of mort- 
gage and deed of trust are hereby made 
part hereof by reference. Said bonds 
are to be dated as of March 15, 1950, 
and are to mature, subject to prior re- 
demption, on March 15, 1972. 
Greeley Gas Company also asks that 
if authority to issue bonds is granted, 
it be authorized to sell said $150,000 
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principal amount first mortgage bonds 
of said company at 100 per cent 
of the principal amount thereof, plus 
accrued interest from March 15, 1950, 
to date of sale, said bonds, as 
aforesaid, to bear interest at the rate 
of 4 per cent per annum, maturing 
bonds to be payable at par, and if called 
prior to maturity, in accordance with 
the provisions of said bonds and in- 
denture of mortgage and deed of trust, 
a premium is to be payable of 5 per 
cent if called during the first ten years, 
4 per cent if called during the second 
ten years, and 3 per cent if called 
any time thereafter prior to maturity. 

A public hearing was held at the 
Commission’s hearing room, 330 State 
Office building, Denver, Colorado, 
after appropriate notice, on February 
27, 1950, at 10 o’clock A. m. 

The matter was taken under advise- 
ment. 

Applicant corporation is engaged 
principally in the purchase, distribu- 
tion, and sale of natural gas. It is a 
gas public utility, subject to the juris- 
diction of this Commission, owning 
and operating a gas-distributing sys- 


ASSETS 


a ile ee eas 


Less: Reserve for Depreciation 


Net Gas Plant 
Miscellaneous Investments 
Current and Accrued Assets 
Deferred Debits 


LIABILITIES 
Current and Accrued Liabilities 
Deferred Credits 
Other Reserves 
Contributions in Aid of Construction 
Bonds 
Capital and Surplus 
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ee-e+ $797,233.14 


tem which is wholly within the state 
of Colorado, its offices and principal 
center for distribution and sale of gas 
being in Greeley, Colorado. 

For the year ended December 31, 
1949, company reports operating 
revenues of $447,683.41, and net in- 
come, that is, the amount available for 
dividends and surplus, after provisions 
for Federal and state income taxes, 
of $16,219.63. Comparative figures 
for the year 1948 were, respectively, 
$321,084.80 and $32,356.11, being an 
increase in operating revenue of 
$126,598.61, and a decrease in net in- 
come of $16,136.48. Earnings in prior 
years have been satisfactory. Earned 
surplus as of December 31, 1949, re- 
sults in a deficit of $38,845.60, a de- 
crease from the previous year of $16, 
834.45. No dividends were paid in 
either of the years under review. 
During the year 1949, the plant ac- 
count indicates net additions in the 
amount of $266,766.13. 


Company reports assets and liabili- 
ties as of December 31, 1949, shown 
in comparison with the year 1948, as 
follows : 


Increase 


1949 1948 (Decrease) 
$530,679.46 


159,845.56 


$370,833.90 
8,914.79 
206,148.24 
16,768.84 


$602,665.77 


$266,553.68 
(3,844.94) 


$270,398.62 


156,000.62 


$641,232.52 

. 10,535.46 
176,898.32 
18,117.45 


$846,783.75 














$147,476.27 
1,339.27 
5,876.65 


$231,798.03 
1,523.07 
962.43 
alien 


(7,000.00) 
16,834.45 


$244,117.98 





$846,783.75 $602,665.77 
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Company, as of December 31,1949, 
had outstanding 400 shares of common 
stock of no par value out of the total 
authorized no par value capital stock 
of 1,000 shares. 

Company further has issued and out- 
standing $225,000 principal amount 
of first mortgage 4 per cent bonds is- 
sued in 1942 and 1948. 

The financing proposed herein, if 
authorized, is to secure funds for the 


Capital Structure 


Amount 


Long Term Debt $225,000.00 


Capital Stock & Surplus 
Common Stock 
Surplus 

Capital Surplus 
Earned Surplus 


229,153.63 
(38,845.60) 


Before Financing 
Per Cent to 
Total Cap. 
Structure 


49.42 


purpose of defraying the cost of neces- 
sary additions, extensions and im- 
provements to the utility system of the 
Greeley Gas Company, to enable it to 
render more adequate service to the 
territory which it is authorized and 
required to serve. 

There is shown below a statement 
indicating the capital structure before 
financing and after financing: 


After Financing 

Per Cent to 
Total Cap. 
Structure 


61.95 


Amount 


$375,000.00 


Adjustment 
$150,000.00 


8.79 40,000.00 6.61 


229,153.63 
(38,845.60) 





Total Surplus 190,308.03 


41.80 


31.44 


190,308.03 








Total Cap. Stock & 
Surplus 230,308.03 


50.58 


230,308.03 38.05 








Total Cap. Struct. ..... $455,308.03 


The Commission’s staff has ex- 
amined the application, and due to the 
results which are set forth herein, has 
asked us to turn down this bond issue. 

The staff objected to the ratios 
shown here, first, in that they felt 
that a ratio of 61.95 for long-term 
debt is too high, and that instead of 
bonds, equity security should be sold 
in order that this ratio might be re- 
duced. 

The staff is further disturbed by the 
fact that the common stock issued and 
outstanding represents only 6.61 per 
cent of the equity capital of this com- 
pany, and that 31.44 per cent is due, 
not to investment of capital, but to cor- 
rections made in accounting pro- 
cedures and surpluses declared to be 
existent. 


100.00 


$605,308.03 100.00 


It is elemental that a utility of this 
nature should keep as close to a fifty- 
fifty ratio as is possible. This is the 
policy of the Federal regulatory 
agencies as well as this Commission. 
We have been solicitous in the past 
over the ratios of the utilities under 
our jurisdiction in this state, and will 
continue to be solicitous in the future. 
It must be conceded that from a regu- 
latory viewpoint, the equity side of 
the capital structure of this company is 
not too good. We have given the case 
consideration and are of the opinion 
that since it is not too serious in the 
over-all, and since it can be corrected 
in the future, we will grant this issue 
but will not grant any future issues 
until, or unless, such issues are for 
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equity capital and improve the ratios 
as well as the equity structure. 

The Commission finds : 

That the petitioner, Greeley Gas 
Company, is a public utility as defined 
by § 3, Chap 137, 1935 Colorado Stats 
Anno; 

That this Commission has jurisdic- 
tion of said applicant and the subject 
matter of the petition herein; 

That the Commission is fully ad- 
vised in the premises ; 

That the issuance by company of 
the securities proposed to be issued as 
hereinabove set forth is reasonably 
required and necessary for its proper 
corporate financing and the construc- 
tion program, as aforesaid; 

That the utility is able to service 
the additional debt ; 

That the proposed securities trans- 
action is not inconsistent with the 


public interest and the purpose or pur- 
poses thereof are permitted by, and 
are consistent with the provisions of 
Chap 137, 1935 Colorado Stats Anno, 
as amended, and that the order sought 
should issue and should be made ef- 
fective forthwith; 

That the bonds are to be issued and 
sold to the Woodmen of the World 
Life Insurance Society of Omaha, 
Nebraska, and for the proper and easy 
identification thereof, shall be en- 
titled: “Greeley Gas Company, First 
Mortgage Bond, 4 per cent Series, 
Due 1972,” and shall bear a serial 
number on the face thereof, as set forth 
on page 10 of the supplemental in- 
denture, preceded by the letter “M,” 
commencing with “M-1,” and in 
some instances the letter “D,” and 
continuing in consecutive numbers to 
and including the number “M-161.” 
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Industrial Progress 


A digest of information on new construction by pri- 

vately managed utilities; similar information relatin 

to government owned utilities; news concerning prod- 

ucts, supplies and services offered by manufacturers ; 
also notices of changes in personnel. 


New Southern States Mobile 
Display Unit Tours Country 


Spi StTaTES EguiPMENT CORPORATION 
of Hampton, Georgia, sent its second mo- 
bile display unit on the road recently to demon- 
strate SS power transmission and distribution 
equipment to utility people throughout the 
Southeast and on up the eastern seaboard. The 
unit will eventually reach every state. Advance 
notices will announce its visit to each com- 
munity. 


AGA Announces Award For Gas 
Summer Air Conditioning 


HE American Gas Association recently 

announced its annual Progress Award for 
Gas Summer Air Conditioning consisting of 
a beautiful copper plaque on a polished walnut 
panel and a check for $1,000 to be used at 
the discretion of utility management for a joint 
activity to be enjoyed by the entire personnel 
of the winning company, or for distribution 
to those most responsible for the achievement. 
Each member of the winning utility who had 
a part in its Gas Summer Air Conditioning 
accomplishment will receive a gold-plated mini- 
ature reproduction of the company’s trophy 
plaque. 

Any gas utility company member of AGA 
is eligible for the contest. Accomplishments 
in application engineering, product improve- 
ment, sales planning, organization development, 
sales promotion, or any other outstanding 
achievement making a worthwhile contribution 
toward the advancement of gas summer air 
conditioning will be considered by the Jury 


of Awards. Entries must be mailed to L. Bert 
Nye, Jr., chairman, AGA Gas Summer Air 
Conditioning Committee, American Gas Asso- 
ciation, 420 Lexington avenue, New York 17, 
on or before ‘August 1, 1950, and should be 
based on an accomplishment in 1949. 


New Bulletin on Surface 
Condensers and Auxiliaries 


ORTHINGTON PuMP AND ‘MACHINERY 

CorPoRATION announces the availability 
of a new bulletin pertaining to its surface con- 
densers and auxiliaries. 

With chapters on Worthington surface con- 
denser design, methods of installing condenser 
tubes and construction on various types and 
sizes, the bulletin is well illustrated by cross- 
section, photographs, and drawings. 

The bulletin, known as W-200-B1, is avail- 
able direct from Worthington Pump and 
Machinery Corporation, Harrison, New Jersey. 


Gar Wood Industries Acquires 


New Subsidiary 


F. F. FrisHer, president of Gar Wood Indus- 
tries, Inc., announced recently the pur- 
chase by his company of the National Truck 
Equipment Company, Waukesha, Wisconsin. 
This property will be owned and operated by 
a newly formed and wholly owned subsidiary 
of Gar Wood, to be known as the National 
Lift Company. 

Long a leader in the field of supplying equip- 
ment for larger trucks, 14-ton capacity and 
over, Gar Wood Industries through its new 








GRUENDLER CRAFTSMANSHIP SERVING INDUSTRY 66 YEARS 


Check your Coal Costs the scientific way 


The GRUENDLER COAL SAMPLE CRUSHER 


Enables you to determine the Actual Heat Units in any cer of Coal 


The Coal or Coke fed into a Gruendler Coal Sampling Crusher Is uniformly crushed 
and thoroughly mixed in one operation, assuring accurate 


takes so little time that 


or without Rifle Splitter and Rifle Buckets. 


Meets U.S. Bureau of Mines Standards 
iMustrated Bulletin No. 22 mailed on request 


GRUENDLER CRUSHER & PULVERIZER CO. 
2915-25 NORTH MARKET ST., DEPT. 2-PUF, ST. LOUIS 6, MO. 





Mention the FortnicHt.y—It identifies your inquiry 
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subsidiary now makes available cost-saving 
equipment especially designed for trucks one 
ton and under. To the established lines of 
Gar Wood and St. Paul dump bodies, hoists, 
and sanitary all-enclosed refuse collection 
bodies, and Gar Wood winches, cranes and 
pole derricks, products added by the National 
Lift Company are the Dump-O-Matic twin 
hydraulic hoist for 4, % and one-ton trucks, 
and the Hydra-Clutch pump, a fan-belt-driven 
hydraulic pump with self-contained clutch. 
Also included is the Jumbo twin hydraulic 
hoist for 14 and 2 ton trucks. 


Cochrane Issues Bulletin on 
New Water Conditioner 
A= bulletin (No, 4801) describing the 


new Cochrane water conditioner, which 
combines the advantages of both hot process 
and zeolite softening, is announced by Coch- 
rane Corporation, Philadelphia. 

The bulletin describes the Cochrane Hot 
Process Zeolite Water Conditioner, a two-stage 
softener in which the first stage is the hot 
process, using lime or Dolomitic lime, followed 
by the zeolite softener, which reduces the 
residual hardness to zero. Savings in capital 
investment, in chemicals, in floor space and 
headroom needed, and in operating attention 
required are claimed, as well as lower alkalinity 
and better control of phosphate excess in the 
boilers. 





G-E Appointment 


(y= E. Burens, of New York, manufac- 
turing manager of the General Electric 
Company’s Affiliated Manufacturing Com- 
panies’ Department, has been named acting 
general manager of Locke, Inc., G-E affiliate 
with headquarters in Baltimore, it was an- 
nounced recently by Roy W. Johnson, G-E 
vice president and general manager of the 
Affiliated Manufacturing Companies’ Depart- 
ment. 

R. G. Bellezza, president of Locke, Inc., will 
devote full time to utilities’ and industrials’ 
marketing activities for Locke, according to 
the announcement. Locke manufactures in- 
sulators and line hardware for transmission 
and distribution systems. 


R&IE Elects Chief Engineer 


R* M. SmitH has been appointed chief 
engineer and Roy H. Albright, assistant 
to the chief engineer by Railway & Industrial 
Engineering Company, Greensburg, Pa. 

Mr. Smith has been distribution engineer 
for the company since 1945, and previously 
served as chief engineer of Roller-Smith Co.; 
engineering manager, Bryant Electric Co.; 
engineer, Pacific Electric Co., and for 17 years 
was connected with Westinghouse Electric 
Corp., where he specialized in the pioneering 
of high-speed relays and carrier current pro- 

(Continued on page 24) 











PUBLIC UTILITY 
PRINTING SPECIALISTS 


REGISTRATION 
STATEMENTS 


For more than a quarter of a century, Pandick Press 


has worked closely with utility companies. Our printing 


services to the industry range from highly technical 


legal documents to beautifully illustrated descriptive 


brochures in full color. 


Whatever the nature of your printing requirements, 


we believe you will like the assurance of accuracy and 


PROSPECTUSES 


ANNUAL REPORTS 


INDENTURES 


highest quality that “Printed by Pandick” brings you. ° 


Pandich Press, Ine 


22 THAMES ST., NEW YORK 6 





Established 1923 


71 CLINTON ST., NEWARK, NJ. 











JUNE 22, 1950 





Mention the FortnicHt.y—I¢t identifies your inquiry 











june 22, 1950 Public Utilities Fortnightly 
e problem was “special” 
the solution came “out of stock” 


ms of heater drain piping in the 
ybine room of the new Southwark 
tion of the Philadelphia Electric 
mpany had to be supported some- 
w. It had to be flexibly supported 
kause of the travel between its “hot” 
d “cold” positions. The ceiling was 
feet up so overhead suspension 
s out. Could it be supported from 
floor? The problem had already 
anticipated by Grinnell with 
ir Pre-Engineered Spring Hanger 
B268: type F, described in the new 
innell Pipe Hanger Catalog 10D. 
his hanger is available in 14 sizes 
ith a range of load capacities from 
to 4800 Ibs. 


Plenty of other piping support prob- 
ms are pre-solved economically for 
mw in this combination catalog and 
unual ... with ready-to-install hang- 
and supports ... all available from 
mveniently located Grinnell ware- 
uses. Why not write today for your 
py of Catalog 10D? 


fe GRINNELL 


i Company, Inc., Providence, R. 1. Branch warehouses; Atlanta * Buffalo * Charlotte * Chicago * Cleveland * Cranston * Fresno * Kansas City * Houston 
Beach * Los Angeles * Milwaukee * Minneapolis * New York * Oakland * Philadelphia * Sacramento * St. Lovis * St. Paul * San Francisco * Seattle * Spokane 
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subsidiary now makes available cost-saving 
equipment especially designed for trucks one 
ton and under. To the established lines of 
Gar Wood and St. Paul dump bodies, hoists, 
and sanitary all-enclosed refuse collection 
bodies, and Gar Wood winches, cranes and 
pole derricks, products added by the National 
Lift Company are the Dump-O-Matic twin 
hydraulic hoist for 4, % and one-ton trucks, 
and the Hydra-Clutch pump, a fan-belt-driven 
hydraulic pump with self-contained cluich. 
Also included is the Jumbo twin hydraulic 
hoist for 14 and 2 ton trucks. 


Cochrane Issues Bulletin on 
New Water Conditioner 
A bulletin (No, 4801) describing the 


new Cochrane water conditioner, which 
combines the advantages of both hot process 
and zeolite softening, is announced by Coch- 
rane Corporation, Philadelphia. 

The bulletin describes the Cochrane Hot 
Process Zeolite Water Conditioner, a two-stage 
softener in which the first stage is the hot 
process, using lime or Dolomitic lime, followed 
by the zeolite softener, which reduces the 
residual hardness to zero. Savings in capital 
investment, in chemicals, in floor space and 
headroom needed, and in operating attention 
required are claimed, as well as lower alkalinity 
and better control of phosphate excess in the 
boilers. 


G-E Appointment 


(= E. Burens, of New York, manufac- 
turing manager of the General Electric 
Company’s Affiliated Manufacturing Com- 
panies’ Department, has been named acting 
general manager of Locke, Inc., G-E affiliate 
with headquarters in Baltimore, it was an- 
nounced recently by Roy W. Johnson, G-E 
vice president and general manager of the 
Affiliated Manufacturing Companies’ Depart- 
ment. 

R. G. Bellezza, president of Locke, Inc., will 
devote full time to utilities’ and industrials’ 
marketing activities for Locke, according to 
the announcement. Locke manufactures in- 
sulators and line hardware for transmission 
and distribution systems. 


R&IE Elects Chief Engineer 


oy M. SmirH has been appointed chief 

engineer and Roy H. Albright, assistant 

to the chief engineer by Railway & Industrial 
Engineering Company, Greensburg, Pa. 

Mr. Smith has been distribution engineer 
for the company since 1945, and previously 
served as chief engineer of Roller-Smith Co.; 
engineering manager, Bryant Electric Co.; 
engineer, Pacific Electric Co., and for 17 years 
was connected with Westinghouse Electric 
Corp., where he specialized in the pioneering 
of high-speed relays and carrier current pro- 

(Continued on page 24) 
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bmpany had to be supported some- 
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tection. At R&IE he perfected and standardized 
the Oil Circuit Reclosers, and is a contributor 
of numerous AIEE papers on the application 
and design of protective relays. 

Mr. Albright has been with R&IE since 
1928 and has specialized on coérdination and 
standardization of Isolated Phase Bus Struc- 
tures, indoor switches, connectors and Kirk 
Key Interlocks. As design and application 
engineer of the company, he has participated 
in the application of R&IE equipment for many 
of the nation’s major power projects. 


IBM Adds Several New 
Products to Line 


| pte weeps Business MACHINES CoRPo- 
RATION recently announced several new 
products along with improvements on existing 
machines in its electric accounting machine, 
electric time recording, and electric typewriter 
divisions. 

New products include a card verifier which 
incorporates automatic verification; a dual- 
feed carriage for simultaneously preparing two 
closely related documents; a lightweight elec- 
tric time stamp which can be applied to any 
surface on which an imprint is desired; a new 
electric formswriter with complete operating 
controls at the typist’s fingertips; an electric 








Just Published 


RURAL ELECTRIFICATION 


ENGINEERING 











By Unus F. Earp 
_ Associate Agricultural Engineer, 
Virginia Agricultural Experiment Station 


13 . . 
278 ‘Hhestretions S -50 
McGraw-Hill Publications in 
Agricultural Engineering 

Here is a new book which 
provides practical answers to - 
problems covering the de- 
sign, construction, operation and maintenance of 
rural electric systems. Comprehensive treatment 
is given to electrical fundamentals, types and 
materials of construction and mechanical design 
for rural lines. It covers the application of 
electric motors, switches, controls and electron- 
ics, and modern techniques used in organizing 
and administering a rural electrification pro- 
gram. You'll also find helpful information on 
heat, radiation and electrical measurements. 

Using numerous photographs and drawings, 
this book pictures typical types of construction, 
tells how to select construction materials such 
as poles, insulators, conductors, etc., how to 
solve mechanical problems and maintain highest 
quality construction. Provides an understanding 
of techniques of anchoring a guy to the ground, 
providing for lightning protection, determining 
voltage drops, and making unit line cost esti- 
mates, etc. 


Pusiic Urtiuitirs FortNIGHTLY 
309 Munsey Bldg. Washington 4, D. C. 








typewriter with decimal tabulation to facilitate 
typing columns of figures; and two new type 
faces for the executive model of the IBM 
electric typewriter. 


J-M Booklet Contains 
Data on Clipper Seals 


by ae has issued a 16-page hand- 
book entitled “Johns-Manville Clipper 
Seal,” containing useful data for anyone need- 
ing information on oil seals. 

Free copies of this publication are now avail- 
able from Johns-Manville, 22 East 40 street, 
New York 16, New York. 


New Earth Boring Tool 
Developed by Hydrauger 


rasta and lower cost service pipe installa- 
tions are expected from a newly developed 
Hydrauger, earth boring tool. According to 
E. D. Rogers, general manager of Hydrauger 
Corporation, Ltd., this new 8-inch wide, 150 
pound machine will be known as the “Scooter 
Model” Hydrauger. 

Unique features of this fast earth boring 
machine are a full length sled mount and an 


air driven cable winch which pulls the entire 
machine along as it advances the boring bit 
forward into the ground. Up to seventy feet 
of drill stem can be laid out ahead of the 
machine and pulled into the earth formation 
by means of the winch and cable, Rapid boring 
of both two and two and a half inch holes is 
claimed by means, of rock, hardpan or clay 
type bits. pase 

This new model is the first to have a built-in 
pressure water pump for 110 p.s.i. non-clog- 
ging water circulation. The machine can work 
successfully, it is said, in positions too cramped 
for any other type of pipe installing machine. 

Further details can be secured from Hy- 
drauger Corporation, Ltd., 681 Market street, 
San Pyancloce, Calif. 
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CRAWLER TRACTORS 
WHEEL TRACTORS 
DIESEL ENGINES 
POWER UNITS 


VUE OR 


: 
oe 


— 
— 


Clearing out brush, logs and stumps, 
this International TD-6 Crawler does 
the preparation job on a utility 
right-of-way. This tractor clears from 
three-quarters to one mile a day of 


right-of-way one hundred feet wide. 
Another of its tasks is hauling utility 
poles to holes. 

Like its big brother Internationals, 
the compact TD-6 is built to work 
constantly and do the tough jobs at a 

cost you can afford. Rugged and 
powerful, the TD-6 is “right” 


er al 


ite 


for dozens of jobs that are daily 
tasks in the utility industry. 

Contact your International In- 
dustrial Power Distributor and let 
him help you choose the right size 
tractor for your operations. From 
the giant TD-24 to the tough little 
TD-6, there’s a full line of Inter- 
national Diesel Crawlers to fit 
every job. You'll find Internationals 
are not only “right” for the job 
but also “right” for the balance 
sheet. 


INTERNATIONAL HARVESTER COMPANY 


Chicago 


iy | INTERNATIONAL 





a 
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we really make is time 





Little blocks, say 2’ x 4" x 8’’, don’t pile up very 
fast. 


We hang walls up in sizable panels. 


And that is an easy way to understand why 
Robertson’s real product is time. 


We make walls that are hung in place. We make 
them complete with insulation when the panels 
are delivered. We engineer them piece by piece Q-Panels are fabricated from Galbestos, alum 
in advance at the factory. We put expert crews on pen. oe galvanized and black ste 
the job to place them. a . 
Q-Panels, 3" in depth with 1%" of jocousbes 
We make time, now, when time is the essence. eadurte ah ae inne a 
rhe ket 
We save days and weeks in finishing a building with a crew of only ave men, sad tweaty- 
for use, because years have been put into the pap oe ig erected as much 0s on ates of w 
development of these unique skills. 


Q-Panel construction is quick, dry, clean. a 
i. , offers an interesting medium of archi 
Quick is the word we practice. expression. 


H. H. ROBERTSON CO., PITTSBURGH, PA 


2424 Formers Bonk Building Offices in 50 Principal Cities 
Pittsburgh 22, Pennsylvesic World-Wide Building Service 
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MERC OID 


AUTOMATIC CONTROLS 


FORTHE HOME AND INDUSTRY 





* QUALITY 
ACCURACY 
DURABILITY 
PERFORMANCE 
DEPENDABILITY 
SAFETY FEATURES 
EASY INSTALLATION 
QUICK ADJUSTMENTS 
SIMPLIFIED WIRING 
UNFAILING SERVICE 





Equipped with 
Mercury Switches, 
Assuring Longer 
ond Belfer Service 


Complete catalog sent upon request 








If you have a problem involving the automati trol of p ’ 
temperature, liquid level, mechanical operations, etc., it will pay 
you to consult Mercoid's engineering staff — always at your service. 








THE MERCOID CORPORATION, 4201 BELMONT AVE., CHICAGO 41, ILL. 
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DO YOU KNOW THAT 


swifened capacitor equipmen 
now cost less than *72¢ per kar 


AT THIS LOW PRICE YOU SHOULD RE-EVALUATE 
THE DOLLAR BENEFITS THAT 
SWITCHED CAPACITORS CAN GIVE YOU 


Are these conditions present on your system? 
(a) Overloaded transformers? 
(b) 20% or higher losses on peak? 
(c) Low voltage at time of peak or during emergency? 


To improve these conditions, you can buy General Electric 
13,200-volt automatically switched capacitor equipments for as 
little as $6.35 per kvar. A small installation expense (1 to 3 
dollars per kvar) will have these capacitors operating on your 
system, economically supplying kilovars, in a matter of days. 


It will pay you to consider General Electric switched capaci- 
tor equipments for your system to alleviate peak conditions at 
a price no other method can match. 


APPARATUS DEPT., GENERAL ELECTRIC COMPANY, SCHENECTADY 5, N. Y 
% 4 
GENERAL (46) ELECTRIC 
ee 
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FROM THE 


SMALLEST 


TO THE 


LARGEST 


500 Horsepower— 


Hyprautic turbines in all sizes, 

/ using either Francis or propeller type 

| runners, have been built at Newport News 

for use throughout the United States and 
many parts of the world. 


Shown above is one turbine using a 
, 1644-inch runner in a cast iron spiral cas- 
ing and another using a 23814-inch runner 

' in a riveted steel plate spiral casing. 


Newport News built hydraulic turbines, 


83-foot Head 


57,000 Horsepower— 


81-foot Head 


- 


aggregating a rated output of more than 
5,900,000 horsepower, have been furnished 
for such plants as Grand Coulee, Hoover, 
Norris, Wilson, Dnieprostroy, and many 
others. Hydraulic turbine work now in 
progress at Newport News is in excess 
of 1,000,000 horsepower. Inquiries are 
invited. 


“Water Power Equipment” booklet will 
be sent upon request. 


EWPORT NEWS 


IPBUILDING AND DRY DOCK CoO. 
NEW S§S 


EWPORT 


VIRGIN 


A 
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PROFESSIONAL DIRECTORY 


© This Directory is reserved for engineers, accountants, rate experts, consultants, a 
others equipped to serve utilities in all matters relating to rate questions, appraisa 
valuations, special reports, investigations, financing, design, and construction. » 


oo 





Tee American Appraisat Company 


ORIGINAL COST STUDIES « VALUATIONS ¢ REPORTS 
for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
aad other principal cities 











DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


DESIGN, CONSTRUCTION, INVESTIGATIONS, REPORTS, APPRAISALS AND MANAGEMENT 











ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing — Inspections — Research — Certification 
. 2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 








$4 Jor, Bacon & Davis 
> “vaser Bagineee orcas 


NEW YORK © PHILADELPHIA @ CHICAGO @ LOS ANGELES 





BH 
Steam, 
Hydrau 
Designs 
Inspectioi 
Feed W 








GIBBS & HILL Ino. 
ENGINBERS-DESIGNERS-CONSTRUCTORS 
NEW YORK LOS ANGELES 
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GILBERT ASSOCIATES, Ivc. 


ENGINEERS POWER ENGINEERING SINCE 1906 
Steam, Electric, Gas “2 P 
Hydraulic, Sanitation Serving Utilities and Industrials 
Designs and Construction e e Personnel Relations 

cee adh Gebeiaen Reading @ New York © Houston Original Cost A yr 
Feed Water Treatment Philadelphia @ Washington Accident Prevention 














— HENKELS & McCOY —— 


Electric & Telephone Line Construction Company 
premeoretar concen COS SEALS SRS quammess ooueses 
a A 
CONSTRUCTION MAINTENANCE PHILADELPHIA TRED TRIMMING 
BALL FIBLD LIGHTING Wilmington, Del, * Portland, Me. * Altoona, Pa. GaS AND OIL LINES 
NOW WORKING IN FOURTEEN STATES 
































HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 
1384 HOLLY AVENUE . COLUMBUS, OHIO 





az h ul li Ian Coyooutlia Fe 


ENGINEERS! CONSTRUCTORS 
Li aene) NORTH BROAD STREET PHILADELPHIA y a PA 





WILLIAM 8S. LEFFLER 
Engineers Associated 
Management Consultants 
Cost Analyses for Rate Revisions Regulatory and Municipal Problems 
Rate and Sales Research for Increased Operating Income 
NOROTON CONNECTICUT 








LOEB AND EAMES 


Public Utility Engineers and Operators 
Iee and Refrigeration 


Valuations, investigation reports, design and supervision of construction 
' 57 WILLIAM STREET NEW YORK 





(Professional Directory Continued on Next Page) 
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N. A. LOUGEE & COMPANY 


(SUCCESSORS TO J. H. MANNING & COMPANY) 


REPORTS — APPRAISALS — DEPRECIATION STUDIES 
RATE CASES — BUSINESS AND ECONOMIC STUDIES 


120 Broadway New York 








CHAS. T. MAIN, INC. 


Power Surveys—Investigations—V aluations—Re ports 
Steam, Hydro Electric and Diesel Plants 
80 FEDERAL STREET ss. BOSTON 10, MASS. 








: SPECIALISTS IN 
OPERATING ENGINEERS ACCOUNTING, FINANCING, RATES, 
PURCHASING / INSURANCE AND DEPRECIATION 


231 SOUTH LA SALLE STREET. CHICAGO 4, ILLINOIS 











ENGINEERS 
AND 
CONSTRUCTORS 


SANDERSON & PORTER 
S&P 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Planss 
Ustilitses—Industrials 


Studies—Reports—Design—Supervision 
Chicago 3, Ill. 








The J. G. WHITE ENGINEERING CORPORATION 
Design—Construction—Reports——Appraisals 


Consulting Enginee 
80 BROAD STREET _ NEW YORK 4, N. Y. 
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ALBRIGHT & FRIEL, INC. 
FRANCIS S. FRIEL 
Consulting Engineers 
Water, Sewage and industrial Waste Problems 
Airfields, — incinerators, lnguctrial Bullidings 
City inning, Reports, Valuations, Laboratory 
121 SOUTH BROAD STREET PHILADELPHIA 7 


JENSEN, BOWEN & FARRELL 
Engineers 
Ann Arbor, Michigan 
Aguectanis - a - Reports 
rate inqui “a. “ae ae fixed capital 
reclassification. original cost, security issues. 











BLACK & VEATCH 
CONSULTING ENGINEERS 
App investigations and 
po wy =, design and supervision of con. 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 


LUCAS & LUICK 
ENGINEERS 
DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISA 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSaLie St., Cricaco 











EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 

Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 


A. S. SCHULMAN ELECctTrIC Co. 


Electrical Contracting Engineers 


TRANSMISSION LingS—UNDERGROUND DistTRI- 
BUTION — PoweR STATION — INDUSTRIAL — 
COMMERCIAL INSTALLATIONS 


2416 SouTH MICHIGAN Ave. CHICAGO 











| GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 


HARRISBURG, PENNSYLVANIA 


one Cost and Depreciation Studies 
Rate Analyses—insurance Surveys 





SLATER-BYRNE MANAGEMENT 
ASSOCIATES 


Raymond G. Ankner, Consultant 
Rate Cases — Special Studies 
Original Costs, Etc. 

50 Broadway, New York 4, N. Y. 
Tel. Digby 4-1910 














'W. C. GILMAN & COMPANY 
Consulting Engineers 


Load and Capacity Studies — Rate Cases 
Financial Planning 
Investigations — Reports — Supervision 


/55 Liberty Street New York 5 





SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 
CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 











‘SVEN B. HANSELL 


CONSULTING ACTUARY 
PENSION PLANS 
DEPRECIATION 

For Rate Cases and Income Tax 


11421 Chestnut Street Philadelphia 2, Pa. 
Tel. Rittenhouse 6-3037 


United States Testing Company, Inc. 











JACKSON & MORELAND 


ENGINEERS AND CONSULTANTS 


| DESIGN AND SUPERVISION OF CONSTRUCTION 
| REPORTS—EXAMINATIONS—APPRAISALS 
| MACHINE DESIGN—TECHNICAL PUBLICATIONS 


| BOSTON NEW YORK 








WESTCOTT & MAPES 


Incorporated 
ARCHITECTS ENGINEERS 
VALUATIONS — STUDIES — REPORTS — 
DESIGN — SUPERVISION 
UTILITIES — 
INSTITUTIONS — SCH 
NEW HAVEN 


INDUSTRIAL PLANTS 
OOLS — PUBLIC WORKS 
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